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A Banker’s Diary 


DuRING the past month the City has been called upon to undergo the most 
violent process of mental and climatic adjustment that has been expected of 
it for over twenty years, in fact since the departure from 

Keen Winds the gold standard in 1931. It is hardly surprising that the 


in the keen blasts of outer air that have begun to blow into long- 
Markets sheltered financial markets have been somewhat over- 


powering, stimulating though they should be when consti- 
tutions are stronger. The first steps in the return to monetary discipline, its 
effects on the money market and on banking policy, and its implications for 
the national economy are analysed in detail in articles in this issue of THE 
BANKER. Their effect on the stock markets has been drastic and in some 
directions painful. The reaction here was, moreover, intensified by the fact 
that before the Election the markets had staged a sizable boom on bullish 
i qaticspations of what a Conservative victory was expected to bring by way of 
strengthening confidence, restoring incentives and otherwise creating a more 
favourable atmosphere for investment than had obtained at any time since 
the end of the war. This bullishness was in any case misplaced. It ignored 
the fact that the grim realities of the balance of payments would have to be 
faced by whichever Government won the Election and would involve painful 
decisions from which no section of the economy could be sheltered. It also 
ignored the clear hints that had been given by Conservative spokesmen that if 
returned to power the party would refurbish the instruments of monetary 
control as one of the means of fighting inflation and thereby promoting equili- 
brium in the balance of payments. 

The outcome of the Election proved disappointing to the bull speculators, 
first and foremost because of the narrowness of the Conservative majority. 
This was not the position of strength from which the general public might be 
expected to come in and “ buy the market ’’.. When, therefore, the speculators 
began to sell and attempted to snatch their profits they found prices slipping 
from them with bewildering speed. For the most part they must have closed 
their positions at considerable losses. Then the slide was given new impetus 
by ats evidence that the new administration meant business in its use of 
the weapon of credit control. Slowly at first, but later with rather impetuous 
rae nts, the City tried to appraise the new policy and recall the forgotten 
— In particular, it began to see the implication, for gilt-edged and 
for the flow of new issues, of the taut position that has been created in the 
liquid assets of the commercial banks, whose liquidity ratio is now close to 
the point at which the banks may have to choose between an expansion of 
bank advances and a sale of gilt-edged securities. The threat was, perhaps, a 
little less immediate than some people supposed; but it had a pronounced 
effect. For this and other technical reasons—including the terms of the big 
Unilever debenture issue—the gilt-edged market became extremely unsettled, 
inclined to fluctuate sharply with the slightest change of buying or selling 
pressure, but on balance declining to levels that will confront many institu- 
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tional investors, the banks among them, with awkward decisions when balance 
sheets come to be drawn up, as they will be in a few weeks’ time. 

The lower trend of gilt-edged securities has dragged with it the best type 
of equities, an added factor in the market for “ blue chips "’ being the irrevo- 
cable promise by the Chancellor of the Exche quer that the next Budget would 
contain an Excess Profits Tax, whose operation would be made retrospective 
to the beginning of 1952. The mere uncertainty about the details of this tax 
has been one of the main enemies against which the stock markets have had to 
contend in the past few weeks. In industrials, the impact has been a decline 
of 9} per cent. since Election day—to judge from the Financial Times index 
up to November 23. The return to monetary discipline, which has been so 
unsettling to security markets, has, of course, had a heartening effect on the 
free market for sterling. The rate for security sterling has improved from 
$2.22 before the Election to $2.26, while transferable ste rling enjoyed a 
temporary rally. The most notable improvement, however, has been that for 
the forward rate for sterling quoted in New York, the three months’ rate rising 
over the same period from $2.71 to $2.79. From about mid-November the 
spot rate for sterling in New York became consistently quoted at $2.80}, 
indicating an appreciable volume of covering operations. Moreover, the returns 
of the Federal Reserve Bank have begun to show losses of gold, which strongly 
suggests that during parts of November the Exchange Equalization Account 
must have been recovering some of the exceptional losses of gold that it 


incurred in October. 


HARDLY a week passes nowadays without producing additional evidence of 
the harm that is being done to industrial capital, and of the strain imposed 
upon business liquidity, by the pressure of taxation and especially 

Living by the historical-cost system of depreciation allowances during 

on a phase of continuously rising prices. Last month representa- 

Capital tives of the British Bankers’ Association appeared before the 

Royal Commission on Taxation to support by oral testimony 
the weighty evidence presented by memorandum earlier in the year (this 
memorandum was reproduced in full in THE BANKER for August last). And 
on the previous day the Federation of British Industries had published an 
important study of public company finance, entitled “ The Effects of Inflation 
on Industrial Capital Resources ’, that makes a valuable complement to the 
sample enquiry conducted by the banks into the liquid position of private 
businesses. In an early issue of THE BANKER it is hoped to survey this and 
other material bearing upon this vital problem. Meanwhile, the salient points 
from the F.B.I. memorandum deserve to be briefly noted. 

The F.B.I. takes 80 companies, employing - 1949 Over 600,000 persons, 
having fixed assets valued in their books in 1938 at £127 millions and in 1949 
at {197 millions. It then computes that the coal worth of these assets at 1949 
prices was between #304 millions and £356 millions in 1938 and £315 millions 
in 1949—so that, at best, the real capital increased only slightly over these 
eleven years and, at worst, actually diminished. Similarly, for net current 
assets, the book value rose during the period by £257 millions (to £414 millions), 
but no less than {221 millions of the additional Ronmnit thus tied up represented 
the sum required merely to support the pre-war volume; only £36 millions 
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represented a rea! expansion. It is estimated that, altogether, between £268 
and {291 millions uf new finance was needed simply to maintain the physical 
volume of these two groups of assets; these demands absorbed the whole of 
the amount of profits ploughed back into the businesses (£199 millions) and 
almost a further £100 millions secured from external sources. Moreover, by 
1949 the proportion of profits ploughed back had risen to 28 per cent., almost 
twice the proportion shown four years earlier. 


THE European Payments Union settlement for the month of October was 
chiefly notable for its revelation of the first gold loss incurred by Britain to 
the Union. The net deficit incurred during the month by 
Britain the United Kingdom to other member countries amounted 
Loses Gold to {£89,127,143. Of this, £5 millions arose from the use of 
to E.P.U. existing sterling resources by other member countries, i.e. 
a decision by these countries to reduce their sterling balances 
and finance the operation through E.P.U. Of the total deficit to be met, £12 
millions had to be paid in gold to E.P.U. and the balance of £76 millions was 
added to the British overdraft with E.P.U., carrying it to £127 millions, or 
the equivalent of $355.6 millions. The only other debtor in the October com- 
pensations was France, with a net deficit of $154.7 millions, all of which was 
settled by exhausting the French credit at E.P.U. and converting it into an 
overdraft of $66.8 millions at the end of October. The total creditor position 
for the month was fairly well spread among the other countries, the most 
substantial creditors being Germany, with a surplus of $96.8 millions, Sweden 
$81.6 millions, and the Netherlands $73.2 millions; Italy’s surplus was $63 
millions and Belgium’s $42.9 millions. Belgium did not wholly succeed in 
keeping its October surplus within the limit of $35 millions provided for under 
the special arrangements for the fourth quarter of the year, and as a result 
had to extend a further credit of $7.9 millions to E.P.U. The Belgian with- 
drawal of $35 millions of gold from E.P.U. was the largest gold withdrawal, 
but other countries—notably Italy and the Netherlands—were also takers of 
gold on an appreciable scale. 

E.P.U. lost a net amount of $83 millions of gold in the October settlement, 
reducing its reserves to $179 millions, this being the lowest figure recorded 
since the inception of the Union in July, 1950. By the end of October no less 
than three creditor countries had cumulative credits with the E.P.U. in excess 
of their quotas. Belgium had accumulated an accounting surplus of $453.7 
millions, as against a quota of $360 millions, Italy’s cumulative surplus was 
exactly equal to its quota of $205 millions and Portugal had exceeded its 
quota of $70 millions by $18.2 millions. The problem of how to deal with 
these ‘‘ extreme creditors’ has until now been left to ad hoc decisions of the 
management board of E.P.U. and of the creditors concerned. The time 
seems to have come when specific provisions should be made for the treatment 
of a country whose cumulative surplus with E.P.U. has exceeded its quota. 
The most unsatisfactory of all solutions is to allow the arrangements made in 
each case to be settled by the bargaining strength of the parties. The first 
such arrangement, that with Belgium, appears on the face of it so favourable 
to the creditor that it has set a precedent that may be extremely difficult to 
ignore when similar arrangements are made with other extreme creditors. 
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Meanwhile, the concentration of the debit positions on France and Britain, 
the two largest quota holders, suggests that for some time yet E.P.U. will 
be receiving less gold from its debtors than it will be paying out to its creditors. 
E.P.U. is therefore facing a serious threat to its reserve. The position underlines 
once more the inadequacy both of the quotas allotted to individual countries 
and of the dollar reserve with which E.P.U. was endowed at the outset by 
the E.C.A. allocation of $350 millions. y 


THE debate on the future of the sterling area has been considerably enlivened 
and given a new focus by the suggestions that have come from Sir Douglas 
Copland, the eminent Australian economist, for aligning the 

Australia Australian pound to the United States dollar. The proposal 
and the was based on the argument that Australia, like Canada, was 
Dollar hard pressed by the scale of its capital development and 
immigration programmes, that the requisite capital goods 

would in large measure have to be imported and that the United States and not 
the United Kingdom perforce had to be the main source of supply of this 
equipment. Sir Douglas doubted whether Australia could develop a stronger 
association with the United States without linking its currency more closely 
with the dollar and establishing convertibility with the dollar without having 
to wait for the perhaps distant date when sterling itself will be in a position 
to regain that status. The Copland suggestion was well sugared by the reasoning 
that such a move would attract far more American capital to Australia than 
would otherwise be made available and that as a result Australia’s demands 
on the sterling area dollar pool would be reduced, while the greater flow of 
exports from Australia to the United States might be expected to yield a 
regular dollar income from which the pool might benefit. Despite all the coating 
with which the pill was administered there is no denying its unpalatable traits 
for Britain and the whole sterling area. If Sir Douglas Copland’s suggestions 
are a measure of the mood in which Australia will be attending the sterling 
area financial conference of officials that begins this month and will be taken 
up by Ministers early in the New Year, they would not augur too well for the 
smooth progress of these discussions... The Australian Premier, Mr. Menzies, 
has made it plain that Sir Douglas’s proposals do not reflect the views of the 
Government, but he has also said that the outcome of the conference will 
decide whether Australia seeks another dollar loan from the International Bank. 
It would be unwise, in any case, to take the proposals, as such, very seriously. 

In some respects they appear decidedly out of date. They must have been 
based partly on the fact that Australian sterling balances underwent an excep- 
tional increase in the twelve months to June 30 last and bore very little promise, 
at their swollen level, of being converted into the capital goods that Australia 
needs. Since June 30, however, an abrupt change has come over the situation. 
The Australian wool cheque for the current year is likely to be less than half 
what it was last year; Australia has again plunged into considerable deficit 
both with the dollar world and the rest of the sterling area, and Australian 
sterling balances are being run down almost as fast as they were run up in the 
earlier part of this year. In these circumstances, even Sir Douglas Copland 
might think twice about his proposed shift of monetary allegiance. He should 
understand that under the existing system Australia is able, without fuss or 
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difficulty, to finance a substantial current deficit. He should ask himself 
what assistance Australia would be likely to receive, whether in Washington 
or Wall Street, if real adversity were to return. Nor is there any substance in 
the hope that Australia might before long be able to canalize a large flow of 
exports to the United States. Wool will no doubt continue to be exported, 
though even in this basic product Australia must for ever beware of the 
activities of the extremely strong pastoral lobby in U.S. Congress. For the 
rest, the economies of the United States and Australia are largely comple- 
mentary and the secondary industries that Australia is hoping to develop with 
American help would certainly not find markets in the United States. All 
things considered, a skip from the sterling to the dollar area is a move that 
Australia would be well advised to ponder very carefully before taking off. 
None the less, the warning signal to Britain should not be ignored. 


THE credit trend in the four weeks to mid-October showed, as expected, an 
even more marked divergence from the 1950 experience than had been apparent 
in the previous few months. The major cause of this diver- 

Deposits gence has, of course, been the fact that since the early summer 
Down on _ i Britain has been running a very large deficit on its external 
the Year balance of payments, whereas in the second half of 1950 it 
was running a large surplus. In October, 1950, this influence 

was at its maximum, and was also strongly reinforced in its effects upon the 
domestic banking system by the substantial inflow of hot money into Britain, 
with the result that net bank deposits rose during that month by the near- 
record amount of {149.9 millions. In October, 1951, the increase was only 
{46.1 millions, so that the “‘ improvement ”’ of over {100 millions was more 
than twice as large as that shown by the September comparison. This marked 


October, Change on 

195I Month Year 

£m. £m. ém. 
Deposits ia si ants i 6203.5 + 69.0 0.7 
““ Net ’’ Deposits * ne ee 5981.0 4+- 46.1 - 96.2 

0 . 

Cash .. es bis is ‘9 513.7 (8.24) + II,I sa 
Money Market Assets v aid 1908.9 (30.8) + 50.4 —- 61.6 
Call Money Pe - re 579.3 (9.3) - 2.8 + 22.9 
Bills - om Se Ri 1329.6 (21.4) 53.2 - 84.5 
Treasury Deposit Receipts .. ave 176.5 (2.8) — 39.5 - 319.5 
Investments plus Advances .. “i 3452.1 (55.7) a2.2 + 349.6 
Investments on a Sn 1555.2 (25.1) + 1.9 + -§0.3 
Advances as ae i 1897.0 (30.6) + 20.4 + 299.3 


*After deducting items in course of collection. + Ratio of assets to published deposits. 


contrast has arisen, moreover, despite the fact that in October last bank 
advances expanded by a further £20 millions. 

The continued rise in advances underlines the familiar fact that the smallness 
of the expansion in the total volume of credit in recent months is wholly attri- 
butable to the steep reduction in new Governmental demands on the domestic 
banking system. In the three months from mid-July, the Government 
apparently made net repayments amounting to nearly £40 millions, whereas 
in the similar months of 1950 it borrowed almost {£200 millions. In consequence 
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net bank deposits rose during this period by only £15 millions, in contrast 
with a rise of no less than £222 millions in 1950—with the result that at mid- 
October the total, at £5,981 millions, was actually £25 millions below the 
comparable 1950 level. This apparently reassuring comparison is not, of 
course, any indication of a lessening of the degree of Britain’s inflation; it is 
rather a measure of the pressure that will be felt by the banking system when 
the import cuts reduce the finance the Government secures from overseas. 


An Order in Council issued last month provides a plan for distributing the 
proceeds of German pre-war assets held by the Custodian for Enemy Property 
among residents in Britain who can establish claims in 


German respect of German pre-war debts. The arrangements set 
Pre-War Debts out in the Order are based on the unanimous report of a 
and Assets Committee representing the main creditor interests and 


appointed last May by the President of the Board of 
Trade under the chairmanship of Sir John Morison. The Committee’s Report 
recommended the adoption of a system of priorities between the different 
groups of creditors, bondholders, standstill creditors and trade and commercial 
creditors. In the case of the bondholders it also advocated variations between 
the holders of different types of bonds. It should be noted that this distribu- 
tion of assets can be regarded as only a minor part of what will prove to be 
the ultimate settlement of these pre-war claims on Germany. In the legal 
sense, this distribution is merely part of the reparations settlement, the assets 
in question having been seized as German reparations. Their impending dis- 
tribution to the creditors does not invalidate the legal claim that each creditor 
has against his debtor in Germany. Although this is the strict letter of the 
law, it will be surprising if, in the ultimate settlement of German pre-war debts 
that is to be discussed once again in London this month, no account is taken of 
the satisfaction that the creditors have already received as a result of this 
distribution. It is estimated that a total of about £15 millions will be available 
for distribution among the creditors, while the total claims that will rank are 
expected to be in the neighbourhood of {120 millions. Although the system 
of priorities was specifically devised for this particular distribution, it may be 
assumed that, since it resulted from a committee representing the main groups 
of creditors, it will also apply to the priorities accorded to the various claims 
in the final and, it is to be hoped, much larger settlement. 

One serious blot on the Order in Council issued last month was that it 
provided that claims would be payable only in respect of debts owed to British 
residents on September 30, 1951. This immediately caused chaos in the London 
market for German bonds, since considerable activity had taken place in these 
bonds since September 30 and many holders have acquired them in good 
faith since that date. It would have been preposterous to have excluded such 
holders from the distribution. Fortunately, the Board of Trade later recognized 
the strength of this argument and has since made a new order fixing Novem- 
ber 7, 1951, as the “ relevant date’’. Under the priority list, standstill and 
other short-term banking claims, together with trade debts, receive a ranking 
second only to that of the Dawes Loan and equal to that of the Young Loan; 
they rank for £150, inclusive of interest, in respect of every {100 of capital 
debt outstanding. 
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Mr. Butler on the Brink 


HE facts of Britain’s economic crisis have given the new Government 
[some rude shocks in its first month of office, and its public reactions to 

them must, one suspects, have proved even more dissillusioning to many 
Tory supporters. The heads-in-the-sand optimists have been quickly shown 
that there are no easy short cuts, strictly reserved for Conservative govern- 
ments, to the brave new world of expanding output and economic freedom. 
Instead, they have found a Conservative Chancellor’s grim warnings about 
the dangers of ‘“‘ bankruptcy, idleness and hunger ’”’ to be indistinguishable 
from what Mr. Butler called the “ well justified jeremiads’”’ of Sir Stafford 
Cripps; and, for most people, it has not been much easier to distinguish the 
new Chancellor’s unpalatable remedies and expedients from those of his 
predecessor. 

Instead of the magic dispersal of controls for which some had naively 
hoped, there is to be a tightening of some old ones and the imposition of new, 
and the statutory powers under which they operate are to be renewed. Instead 
of more meat there is to be less meat, and a reduction in a good many other 
foods, too. Instead of freer international trading, especially with Western 
Europe, there is a return to quotas only recently dropped. Instead of the 
bold “‘ expansive ’’ policies that some thought could be launched overnight, 
there is the familiar list of cuts—in imports, in investment in machinery and 
vehicles, in building “starts”’, in tourism. Instead of Labour’s statutory 
limitation of dividends there is to be a new Excess Profits Tax plus a strong 
appeal for dividend restraint. But, just to prove that this 7s a Conservative 
policy, steel is to be denationalized. Of course, there is the higher Bank rate 
and the new monetary discipline—a radical departure in principle, but one 
whose practical implications are still hidden from the man in the street. 

So it must seem to thousands of too-hopeful Tory voters. Yet the fact 
that so many of these actions make discord with the tone of many election 
speeches is proof, and a heartening one, that the salutory process of education 
is not being confined to the discomforted public. Ministers, too, are learning, 
and it would be unfair to judge them definitely until they have had a chance 
tolearn more. Mr. Gaitskell is no doubt well entitled to claim that he withheld 
no facts about Britain’s economic difficulties. But the extent of these diffi- 
culties certainly came as a frightening revelation to the new Government— 
partly because they had greatly intensified since Mr. Gaitskell last reported 
upon them, and partly because politicians out of office will never appraise 
them as adequately as they do when the full facts are presented to them in 
office by skilled and experienced interpreters drawing their material from the 
whole vast range of Whitehall. 

The most frightening facts, of course, concerned Britain’s crisis of external 
insolvency. This facet of the problem is scrutinized in an article on page 351, 
so that only the high-lights need be noted here. Mr. Butler disclosed in his 
opening speech that the rate of drain on the gold reserve had greatly accelerated 
during October, reaching $320 millions, half as great again as the dangerous 
rate of the third quarter of the year. Moreover, he found that the prospective 
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drain for 1952 was likely to be equal to at least half the amount of the gold 
reserve remaining at the end of October last. These estimates, of course, 
related to the demands on Britain’s gold reserve from the sterling area as a 
whole. Britain’s own deficit with the rest of the world in 1952 was likely to 
be between {500 and {600 millions—before allowing for any strain imposed 
by capital transactions or speculative movements. 

For first-aid measures to staunch this flow, Mr. Butler had no alternative 
but to follow the tactics of his predecessors, by cutting imports. He hopes to save 
£350 millions a year by external economies comprising £130 millions by restoring 
quotas for private sterling imports, chiefly hams, miscellaneous foods and 
confectionery, mainly from O.E.E.C, countries; a further large sum by 
reducing purchases for the stockpile; and the remainder by cutting tourism 
and other miscellaneous expenditures overseas. Many of these cuts will not 
exert their effect immediately, and even when fully in operation they will still 
leave a substantial deficit on present estimates. Presumably, the Government 
is awaiting the outcome of the discussions in N.A.T.O. and with the other 
sterling area countries before deciding what other stop-gaps are necessary. 
Or it may be hoping that exports will bridge part of the gap. But Mr. Butler 
did not say so, and his failure to explain how it may be filled would have left 
a very bad impression but for the tolerance allowed to a Chancellor who had 
had only ten days to “ read himself in” and take decisions. 

Indispensable though the first-aid measures are, it is towards the plan for 
fundamental remedies that the main rigour of scrutiny needs to be directed. 
Mr. Butier’s diagnosis of the basic causes of Britain’s disequilibrium differed 
hardly at all from Mr. Gaitskell’s—except that it took a somewhat graver 
view of the patient’s plight. It also recognized one of the salient facts of 
British life—that a change in import prices is part of the ‘‘ gormal pattern ” 
of life for an “ exposed island living on imports ’’, and is not to be regarded 
merely as an “unhappy accident’. The prices had to be paid, cost what it 
may. Otherwise, the diagnosis was familiar, and unexceptionable. Britain’s 
domestic economy is not flexible enough to meet these changing circumstances; 
in particular, it is now gravely threatened by the acute shortages of coal, 
stee] and transport, its engineering industries cannot cope with the combined 
needs of rising armaments and exports, and the whole system is overloaded by 
an inflationary excess of demand. 

This last point, the inflationary overload on the whole economy, is, of 
course, the crux of the diagnosis, as many articles in THE BANKER have empha- 
sized. It can be argued that the overload would be significantly reduced if 
the specific difficulties—especially in coal and steel—could be eased, because 
that would prepare the way for bigger total output. But experience has shown 
repeatedly that specific difficulties do not respond readily or sufficiently to 
specific treatment. These efforts should be intensified; but the main method 
of giving relief must be through general measures of disinflation, and the real 
test of the Government’s chances of restoring equilibrium is the firmness 
with which it disinflates. Policies of this kind, though they look to most 
people merely negative and harsh, are in fact the only positive and hopeful 
policies, as we tried to demonstrate last month. By cutting down the overload 
of demand, they prepare the way for expansion by giving the economy room 
to breathe and grow, and by enabling it to relax the fetters of physical controls. 
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Mr. Butler recognizes the need for disinflation, but he has not yet given 
any proof that he recognizes the degree to which it needs to go—or that he 
is prepared to push it to that length. Indeed, on the evidence so far, there is 
no reason to suppose that the Government's courage in this crucial matter will 
be much greater than its predecessor’s—when it comes to the ultimate test 
of readiness to handle the prickly political issues that any sufficient disinflation 
must firmly grasp. These are the issues of cuts that cannot, if they are to 
suffice, leave the social services untouched; of whether housing really can be 
stepped up while rearmament goes on; of the cost-of-living subsidies; and— 
most politically dangerous of all—of a rise in transitional unemployment of 
the kind projected (but speedily stopped) by Sir Stafford Cripps in 1948. 

The one bold and imaginative initiative that Mr. Butler has taken has been 
to enlist the aid of the orthodox monetary weapons. For this display of 
courage, in face of much opposition and widespread misunderstanding, he 
deserves the warmest congratulation. Monetary weapons, if properly directed, 
can be extremely potent as well as highly sensitive cutting edges to prune 
down inflation—as is demonstrated in the comprehensive survey that forms 
the main feature of THE BANKER this month. But the fact that the Govern- 
ment has unsheathed these weapons in the drive against inflation reveals hardly 
anything about the extent to which it intends to press its disinflationary effort 
as a whole. The clue to the firmness with which the monetary weapons may 
be used is to be sought in the character and tone of the Government’s wider 
such indications as have yet been given about these are not 
altogether reassuring. 

Mr. Butler has taken or proposed three groups of measures, apart from the 
monetary pressures, with the intention of relieving the overload on the economy. 
The first of these is to refuse to allow any “ new starting dates ”’ for building 
work during the next three months, and to defer for at least two months 
starting dates already granted for operation after December 1. The exceptions 
to this control will be ‘‘ special schemes approved as exceptionally urgent ”’ 
and all housing, which is to be merely ‘“‘ adjusted where necessary ’’. Such a 
constraint, even with the exclusion of housing, might in certain circumstances 
have given a valuable relief; but in fact its object is not to reduce the volume 
of building work but simply to increase the rate of completion of work started, 
and especially the completion of houses. Because of the thin spreading of 
scarce materials over too many sites, the decision is-sensible and should help 
to promote better productivity in the building industry. Moreover, since the 
intention is to give housing a larger emphasis in the whole programme, there 
should be a much needed economy in the use of steel. But these measures, 
useful though they may be for these purposes, will do virtually nothing to 
release labour and other scarce resources—even if the administration is fully 
effective, which it never has been when similar measures have been attempted 
in the past. The contribution to disinflation will be almost negligible, and 

cannot in any case be made for some time. 

The Chancellor’s second proposal may eventually give greater aid, but at 
present it is nothing more than a vague possibility. In two sentences of his 
speech he explained that “it will be necessary ’’ to “ review” investment in 
plant, machinery and vehicles—in the light of the steel shortage and the need 
to export more capital goods. It is a pity that the Chancellor did not develop 
this point. Physical controls have worked very inadequately in this sphere 
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in the past; and there is no reason yet to expect the new Government to work 
them much better—when, eventually, the necessary “ review”’ has been 
undertaken and has been translated into decisions about objectives. For the 
present, no disinflationary relief can be expected from this source 
the spontaneous relief to the national economy that comes from sheer inability 
to get capital work done because of the impossibility of obtaining scarce 
supplies. Even with the best possible speed, the “ planned ”’ restraint could 
not be expected to show any results much before the late spring of next year. 

Thirdly, and in principle the most important of all, comes the Chancellor's 
approach to economy in Government spending. This, needless to say, is the 
very heart of the problem of disinflation; but Mr. Butler’s attitude towards 
it cannot yet be seen to be perceptibly different from Mr. Gaitskell’s. There 
are the same promises of “ review” of estimates by the Treasury and by 
Departments, the same undertakings to cut out ‘ ‘all waste and unnecessary 
expenditure ’’, and the same emphasis upon the “ classical function ”’ of the 
Chancellor himself. A Conservative Chancellor may perhaps bring somewhat 
more rigour to the task than Labour Chancellors have done; but in this range 
of merely minor administrative prunings considerable rigour would be needed 
to save a few tens of millions. Without radical and courageous changes in 
policy, there is no possibility of the incomparably larger savings that are 
needed. So long as existing services are maintained, very little can be saved, 
and then not quickly, by merely trying to tune up the Whitehall machine. 
On this issue, Mr. Butler merely said that “ less essential services ’’ may be 
deferred or slowed down “ wherever possible ”. The timidity of this statement, 
read in conjunction with other statements of attitude towards the subsidies 
and social services, has created an uneasy suspicion that any substantial 
retrenchment is unlikely—or, at least, is not yet in contemplation. Finally, 
to these measures there is to be added the new E.P.T., a tax that even Dr. 
Dalton condemned, which may be expected to throw away in induced waste 
and loss of incentive as much as it could conceivably save by putting a brake 
on dividend distributions. 

It is greatly to be hoped that these first impressions and suspicions are wide 
of the mark. A full-scale policy for disinflation takes time to mature and put 
into effect. As Mr. Butler remarked, it would have been “a sign of levity 
in me to produce a complete programme of retrenchment after only ten days 
in office’’. But if the Government was really seized of the need and was 
determined to meet it at all costs, it could and should, even within so short a 
period, have given much clearer indications of the firmness of its attitude. As 
it is, the only specific measures of disinflation are either small and unconvincing 
or distant and uncertain. There remains the important general measure, the 
initiative in monetary policy. This, if used with determination, could do 
more to redress the inadequacies of other policies than most people suppose. 

3ut Mr. Butler apparently does not intend it to take this leading rdle; 
he treats it as a secondary device to support other methods of restraint— 
which may, indeed, be its proper place. The monetary discipline is beginning 
to work, and, for at least some months to come, will be the only new defence 
against inflation. But the Chancellor is most unlikely to allow it to outpace, 
in effects and firmness, whatever degree of firmness that is intended in the wider 
policies. Obviously, the Government has not yet seen the full size of the prob- 
lem; but perhaps growing perception will be matched by growing courage. 
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Re-discovering Lombard Street 


whether or not he proves to be the strong Chancellor that Britain so sorely 

needs and for whom it has waited so long, Mr. Butler has already, within a 
fortnight of taking office, ensured for himself a distinctive place in financial 
history. He will long be remembered as the man who dared to raise Bank 
rate after its twenty years of stability at 2 per cent. and its total ineffectiveness 
even at that lowest level. To many people unfamiliar with the banking 
mechanism, and even to some who well recall the old tradition, the actual 
increase by a “‘ mere” } per cent. appeared at first as an anti-climax—for the 
possibility of a much more abrupt movement had been widely canvassed. 
Here, it was said, was no “‘ crisis ”’ rate, no bold signal given as a warning that 
all must hear, but merely a minor movement made as a half-hearted gesture 
to those who urged the value of monetary action and as a reassurance to those 
who feared or doubted it. This attitude was never well founded, and it is. 
already giving place to a healthy respect for what has been done. The truth 
is that, except for its symbolic significance, the increase in Bank rate as such 
is the least important of the new monetary measures, the force of which can be 
gauged only by viewing them as a whole. When that is done, it becomes clear 
beyond al! ‘doubt that the new policy has very far-reaching implications. y 

The traditional monetary w eapons had grown rusty and pitted w ith disuse ; 
to make them serviceable again in the drive against inflation much more was 
needed than merely to wrench them from their scabbards. Those who urged 
the unsheathing knew that it could be psychologically valuable. But they 
knew, too, that the weapons themselves could not have much direct cutting 
force until they had been cleaned and sharpened, or until the authorities and 
the commercial banking system had learnt again the techniques of using and 
responding to them—processes that seemed likely to require some time. 
Judged by these needs, the new policy is likely to have a strength and momen- 
tum even greater than most of the alternative monetary measures that had 
been unofficially canvassed—and certainly greater than would have been shown 
by a mere “ gesture” of a high Bank rate without proper supporting action. 
What Mr. Butler has done is not merely to unsheathe the weapons; he has 
sponsored measures that set the processes of re-furbishing and re-education in 
motion forthwith, and rapidly. 

Many people still doubt the effectiveness of the orthodox monetary tech- 
niques, or think them obsolete. Very soon, thanks to these measures, there 
will be no room for doubt that they can be effective; then the only question 
will be whether the general intentions of Government policy allow them to be 
used as firmly as Britain’s plight demands. Unless political inhibitions spoil 
these initiatives, Mr. Butler’s niche in history will be reserved to him by the 
sophisticated not simply because he raised a long-stable Bank rate, but chiefly 
because he led an honest effort to re-discover Lombard Street—with all that 
implies in terms of money market flexibility, restoration of proper discipline of 
the whole banking mechanism, and control over the volume of money. 

This departure into forgotten territory has implications comparable in 


[ot is much too soon to gauge the quality of Britain’s new Chancellor. But, 











340 . THE BANKER» 


importance to those of the “ suspension ”’ of the gold standard in 1931, and is 
certainly the most radical change in direction of British monetary policy since 
that date. The nature of the new policy and technique, and the details of the 
adjustments in the money market and banking system during these first weeks 
of experimental response, are bound to be matters for scrutiny by bankers and 
economists for many years to come. In this survey, accordingly, an attempt 
is made to combine detailed description with the more important tasks of 
explanation and appraisal. It is, inevitably, a lengthy survey; but, for the 
convenience of those readers who are less interested in money market technique 
than in the broader question of how these measures can help to fight inflation, 
it has been clearly divided into three parts. These parts comprise: 


(1) Details of the measures themselves. 

(2) Description of their repercussions in the money and discount markets, 
upon lending charges of the banks, and upon the gilt-edged market. 

(3) Discussion of the ways in which these measures may restrain inflation, 
notably by their effect upon the lending and investment policies of the 
banks, and therefore upon the national economy as a whole. The main 
themes here are the inter-action of the measures, and the implications 
of the funding operation in the light of the liquidity conventions of 
the banks. 

The conclusions reached in the third section, notably about the likely degree 
of monetary discipline and its relationship to other measures of disinflation, 
are intended to be read in conjunction with the opening article in this issue of 
THE BANKER. 


1—The Measures Summarized 


The measures themselves were briefly announced in the Chancellor's 
opening speech in Parliament on November 7, and were more fully communi- 
cated to the banks and money market by the monetary authorities after the 
close of busine ss on that day. Mr. Butler declared that although he did not 
believe “‘ that in present circumstances monetary policy by itself can have 
decisive results ’’, and although he recognized how the banks have co-operated 
in selective control of credit— 


. the present situation requires additional measures in the monetary field 
to combat inflationary tendencies, by action designed to make possible more 
direct influence on the volume of credit. After the most careful consultation 
with the Governor of the Bank of England, I have come to the conclusion 
that it is necessary to depart from the arrangements now in force under which, 
in practice, the Bank rate is quite ineffective and the Bank of England supplies 
the needs of the money market at very low rates. 


Mr. Butler then explained that no “ dramatic process '’ or drastic increase in 
Bank rate was needed to end the arrangements under which “‘ the Bank gives 
credit on tap at sight ’’; but this last phrase revealed very clearly the funda- 
mental character of what was afoot, even though the Chancellor called it no 
more than “a clear change of emphasis ”’ 

The initial measures can be most clearly displayed in tabular form: 


First, an increase in Bank rate from 2 to 2} per cent. Bank rate is still 
defined as the minimum rate at which the Bank will discount approved bills 


Sim 
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(at present, with not less than 15 days to run), but there have been important 
modifications of the conventions governing loans. When the system was last 
in operation, loans against approved bills for not less than seven days (which 
the market generally preferred to the longer finance by discounts) cost } per 
cent. above Bank rate. Now there is a special arrangement, which may be 
subject to change without a change in Bank rate, whereby 7-day loans against 
Treasury bills cost 2 per cent. and loans against commercial bills or short 
bonds will cost 2} per cent.—bonds being thus for the first time formally 
recognized as approved collateral at a known rate. 


Secondly, the ending of the practice of the past decade under which the 
Bank’s agent, the “special buyer’’, automatically supplied to the market 
whatever credit it needed by standing ready to buy bills from it at a pegged 
rate equal to the market’s normal selling rate (actually, an invariable } per 
cent. since 1945 and 1 per cent. during the war). There is no intention to dis- 
continue open market operations, but the authorities now operate on the tradi- 
tional principles—strictly on their own initiative, and to such extent and at 
such rates as they deem appropriate. It has been made quite plain that the 
market now runs a perpetual risk of having to find part of its necessary credit 

, supply by formal approach for loans (or discounts). 


Thirdly, the raising of all market rates by } to 3 per cent. at the outset, and 
of the basic rate—the tender rate for Treasury bills—by just under 3 per 
cent. At the first Treasury bill tender (on November g), the average rate was 
4 17s. 2.96d. per cent., and the market tendered at 17s. 44d. The rise was 
directly caused by the withdrawal of the special buyer’s peg; but in the absence 
f of some further indication of the intentions of the authorities, the Treasury 
bill rate would have risen close to the new minimum rate for loans at the 
Bank, and all other rates would, of course, have moved correspondingly. It 
may be presumed, therefore, that the actual level of rates established at the 
outset was in conformity with the wishes of the authorities. The principal 
guide to the market was the immediate raising of the clearing banks’ rate for 
short money against Treasury bills from } per cent. to ? per cent. 

Fourthly, a clear indication to the market and to the banking system that 
t there was no intention merely to reinsert the peg at a higher level. Since 
then the City has come to realize that the intention is that both the level of 
d rates and the pattern of rates should become flexibly responsive to the 

fluctuating balance or forces in the market; and that the authorities them- 
selves will be the ultimate determinant of this balance. 


id Fifthly, a large-scale funding of Treasury bills,-and most significantly of 
re bills held by the clearing banks. All holders of bills—tap as well as tender— 
yn were offered an exchange, to an aggregate amount of {1,000 millions, into 
mm 1? per cent. Serial Funding Stocks with lives of one, two or three years and 
h, redemption yields of 1} per cent., 1} per cent. and 13 per cent. respectively. 
es Subscriptions were limited to bills averaging not more than 60 days’ life and 
had to be for amounts not less than £5,000, but the bills were accepted on 
the old 4 per cent. basis of discount rates. The lists were opened and closed 
on November 13, when £450 millions was allotted in 1952 Stock, £200 millions 
cS in 1953, and £350 millions in 1954—the maturity date being November 14 
a- in each year. 

Simultaneously, it was announced that the rates charged by the Public Works 
Loan Board for loans to local authorities were at last to be restored to approxi- 
mate relationship to market yields; the charge is unchanged at 2 per cent. 
ill for loans up to five years, but has been raised by } per cent. to 3 per cent. for 
Ils 5-15 years, and by # per cent. to 3? per cent. for longer loans. This is a sensible 
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step, which may stop abuses and lead to some economies in local government 
finance; but since the intention is to raise the overt housing subsidy sufficiently 
to ensure that the higher cost of borrowing is not thrown upon either the rents 
charged for municipal housing or the level of local rates, the change is of only 
minor significance. 


2—Repercussions in the Money Market 


In the discount and short loan markets, the first adjustments to these 
radical changes followed the habits of recent years: that is to say, although 
the general level of rates was raised, there was an attempt to re-create the 
familiar structure and to think in terms of standard margins instead of 
differentials settled by the fluctuations of flexible rates. As already noted, 
the clearing banks promptly raised their rates for call loans secured by Treasury 
bills by } per cent. to ? per cent.; their rates for loans against bonds went 
up by 2 per cent. to 1} per cent. and those against first-class commercial bills 
by 4 per cent. to 1} per cent. Rates charged by “ outside”’ lenders were 
adjusted correspondingly, except that lenders other than the London offices 
of the Scottish banks raised their charge against commercial bills by only 
3 per cent.—thus retaining its equality with their bond rate (at 1 per cent. 
against 3 per cent. previously). Simultaneously, the clearing banks agreed to 
continue to abstain from tendering for Treasury bills and fixed a minimum 
rate of ? per cent. (against } per cent.) for their purchases of such bills from the 
market; their rate for purchases of bank bills was raised by % per cent. to 
1} per cent. Finally, the clearing banks and the discount houses agreed that 
their minimum rate for borrowers by the discount of three-months bank paper 
should be 14 per cent. (against 1 per cent.), slightly larger increases being made 
for longer usances. In addition, the clearing banks later raised the whole 
scale of charges for short money to the Stock Exchange by } per cent., carrying 
the rate for day-to-day loans against short-dated gilt-edged to 2 per cent. and 
that for fortnightly loans to 3 per cent. 

The banks made it plain that all their rates might be subject to change 
at short notice, and in particular would be reviewed weekly in the light of the 
results of the Treasury bill tender; but it will be seen that the new pattern 
still represented a structure of rates, and one not greatly different from the old. 
The very fact that the differences—for example, between the charges for money 
against bonds and against commercial bills—attracted much controversial 
comment shows how hard the market was finding it to shake itself free from the 
principle of comfortably stabilized margins, and to think instead of shaping its 
own destiny by its skill and flexibility in response to market conditions that 
may now be constantly changing. The old habits were perhaps encouraged, 
though not intentionally so, by the gentleness of the authorities. During the 
first ten days, they were careful to save the market from recourse to loans 
at the “ penal” rate of 2 per cent. (this, of course, is the only form of com- 
pulsory finance that is likely to operate in practice). The special buyer twice 
filled a gap by taking very short bills, both from banks and discount houses, 
at ? per cent.—and at other times it was known that aid would have been 
available if necessary. 

Even so, the movement towards flexibility made some progress. To the 
disgust of some members of the market (whose memories are shorter than 
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they ought to be), the clearing banks cautiously reverted to the traditional 
practice of quoting different rates for varying usances when buying from the 
market—restricting the minimum rate to short bills and applying a slightly 
higher rate to longer ones (at first, rather absurdly, to those beyond 45 days, 
but thereafter to those beyond the natural dividing-line of 60 days). A few 
days later, the special buyer showed a similar selectivity, giving aid at 25/32 
per cent., and the market was still left sufficiently pressed for money to induce 
it to sell January bills to clearing banks at 1/16 per cent. above the minimum 
rate. These indications that the pattern would not be allowed to crystallize 
afresh, and the growing understanding that the authorities would be less gentle 
once the shock of change had been absorbed, were clearly reflected in the second 
Treasury bill tender. Although it was known that the £230 millions would 


TABLE I 
MONEY AND BILL RATES, 1938-51 
June, Nov., Oct., Aug., July, Nov. 9, Nov. 109, 
1938 1939 1945 1949 1951 1951 1951 
% % % % % % % 
Bank of England: 
Bank Rate .. 2 2 2 2 2 24* 24 
7-day loans against 
Treasury bills .. — -— -— -- — - Be 2 
Discount Rates: 
Bank Bills, 3 Mths. $%—}#$§ 14—1% 43 it I 13 1} 
» 4 » t—3 i—l% i 1 fs 13 13 
a » 6 ,, is—3 1} fe—? 5 1} 1} 1} 
Trade Bills, 3 Mths. 2—2t 24-3 I—1} 1}—1? 1}3—2} 2}—3 2}—3 
- » 4 » 2i—2$ 2}—3 1j—1$ 1-2 2—2} 2$—3 2$—3 
oe 24—3 3—34 14-2 1j—2? 24-34 3—4 3—4 


Treasury Bills: 
End-month tender ¢ 10/9.18d. 23/11.46d. 10/1.60d. 10/5.33d. 10/2.56d. | 17/2.96d. 17/10.66d.+ 
Clearing Banks’ Buying 
vate from Market: 


Bank Bills .. . +} I 4 § r; 1} 1} 
Treasury Bills .. $B I 4 4 4 2} 83 — 33 
Clearing Banks’ Call 
Money: 
Against Bank Bills } j : } } {i 1} 1} 
» Treasury Bills 4 3 ee 
” Bonds... 1 1} 3 } ; 14 hi 


* Announced on November 7, taking effect on the following day. 

+ Average rate at month-end tender, until Bank rate change. Rate shown in last column is 
for the tender on November 16; at the following tender the rate was 19s. 2.96d. 

¢ On this day, several discount houses were for the first time forced “ into the Bank”, and 
rates somewhat above those shown were being paid in the market for “ night ’’ money. 


be heavily under-allotted (the actual allotment was {£160 millions, the smallest 
since early in 1948), the market raised its tender rate of discount by 1/32 per 
cent., to nearly 29/32 per cent., whereupon the clearing banks intimated that 
their minimum buying rates would be raised correspondingly. 

Then, in the second week, the authorities twice allowed credit supplies to 
tighten to the point at which discount houses had to seek loans on the “ penal ”’ 
terms. The “ special buyer ”’ had, it is true, given considerable relief by buying 
short bills from clearing banks, so that the deficiency that had to be covered by 
formal borrowings at the Bank was small, and only a few discount houses were 
involved. But the psychological force of the knowledge that the market was 
“in the Bank ”’ for the first time for thirteen years, and the urgency thus 
imparted to the search for money, did much to restore flexibility. To avoid 
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having to take Bank money at 2 per cent. for seven days, discount houses 
were glad to sell bills to clearing banks at rates ranging up to % per cent. 
according to the intensity of their needs, and to borrow marginal supplies of 

‘ outside ’’ money (usually against bonds) for the night at rates up to 1} per 
cent. At the third Treasury bill tender (for £170 millions), the market accor- 
dingly raised its tender rate by a further 1/16 per cent., to almost 31/32 per 
cent., whereupon the clearing banks abandoned the practice of agreeing mini- 
mum bill-buying rates. 













EFFECTS UPON ADVANCES RATES 
The process of rate adjustment has not, however, yet spread far beyond 
the money market. The clearing banks, ev idently to ensure that the attractive- 
ness of the new Treasury bill rate did not provoke withdrawals of deposits by 
those who keep large floating balances, at once raised their allowance on 
deposit accounts by } per cent. to ? per cent., and the London offices of the 
Scottish banks later followed suit. But there has been no directly consequential 
change in rates charged for loans and overdrafts—except to the very limited 
number of borrowers who were enjoying rates so low as to bring into effect, 
as soon as Bank rate rose, the traditional but long inoperative clause providing 
for a charge of not less than } per cent. (or 1 per cent.) over Bank rate. Nor, 
despite many discussions behind the scenes, is it likely that there will soon be 
any new concerted action, whether in rates or in selectivity, for the generality of 
advances—as distinct from those special cases (such as the nationalized indus- 
tries) where joint negotiation is already the rule. For other business, the 
problem of what stiffening, if any, should now be made is complicated by the 
drive for higher rates that began last July, and by the fact that whereas several 
of the big banks have completed their revision, others are still in mid-course. 
The clearing banks’ only decision so far is to observe, severally, an increasing 
rigour in their scrutiny.* Meanwhile, the Scottish banks, which work to an 
agreed rate pattern, have raised their minimum charges in Scotland by } per 
cent., to 4} per cent. for secured and 5 per cent. for unsecured advances. 
Among lenders other than the banks very few have so far made any clearly 
discernible change. The Agricultural Mortgage Corporation did, indeed, 
promptly give warning of the possibility of a change, and later raised its 
lending rate from 4} to 4} per cent. The Building Societies’ Association, 
however, surprisingly announced on the day after Bank rate changed that 
‘“ having reviewed the present position ’’ it would “‘ recommend no change ”’ 
The fact that the rate changes have been so moderate and their effects, 
thus far, so circumscribed fostered a false impression in financial circles not 
yet directly affected. At the outset, this was especially noticeable in the gilt- 
edged market and among institutional investors generally—where, as indeed 
in the money market, there was general relief that Bank rate had not been 
raised “‘ dramatically ’’. The argument here was that moderate changes in 
short money rates would merely go part of the way to restore a “ natural” 
relationship to long-term rates, by narrowing an abnormally wide spread in 
the interest spectrum, so that medium and long gilt-edged stocks need not be 







































* As this article went to press, the clearing banks took the highly unusual step of publicly 
announcing their decision, in order to “sound a note of warning’. They added that bank 
borrowing would ‘‘tend to become move expensive’’. 
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affected. Opinion has since swung violently from this wishful thinking to an 
attitude verging upon apprehension, as understanding of the new monetary 
policy grew. The whole gilt-edged market, after initial firmness, dropped 
sharply, carrying many stocks to their lowest levels since the early phase of 
the war (when Bank rate stood for a few weeks at 4 per cent.). This malaise 
has spread through an industrial share market that is increasingly worried by 
the pressure, actual and prospective, of new issues, 


3—How the Measures May Restrain Inflation 


This swing of market opinion has been induced partly by the fear that 
short-term rates will rise further and partly by the empirical response—in 
the shape of indefinable uneasiness—from investors more generally. But 
among the more sophisticated it has been especially attributable to a dawning 
recognition of the implications of the funding operations, for these are in one 
sense the most significant of all the new measures. Te demonstrate these 
implications carries the analysis to the very heart of the problem—the 
manner in which and the extent to which this whole programme may be 
expected, in conjunction with wider economic measures, to reduce the 
pressure of inflation. This is the crucial junction-point that most people 
naturally do not see—the junction between a bewildering complex of technical 
and apparently circumscribed changes on the one hand and the economic life 
of the country on the other. 

To explain the wider significance of the new measures in this fundamental 
sense, it is necessary to start from first principles. The object of monetary 
discipline, like that of any other disinflationary measures (such as budgetary 
retrenchment), is to help restore the overloaded national economy to equi- 
librium by cutting down demand—that is to say, by cutting spending, 
whether on consumption or on capital goods. The orthodox monetary 
weapons such as are now being brought into action can achieve this cutting 
in one or more of three ways:— 


First, by the direct deterrent force of rising interest rates upon borrowers 
and upon those who seek to finance their outlays by sales of capital assets 
(and, of course, also by reason of the added incentive given to economy and 
efficiency) ; 

Secondly, by (a) inducing or (b) forcing lenders to exert an additional 
restraint on the volume of borrowing; that is to say, to lend even less than 
borrowers would be prepared to borrow at the higher level of rates; 

Thirdly, by their psychological effects, localized or general, on the 
national economy. 


The likely effect of the new measures can be best appraised by considering 
how they may work in each of these ways. 


Obviously, if the whole work of monetary restraint had to be done by the 
first method, under present conditions a substantial and certainly pervasive 
increase in interest rates would be needed. The direct effect of the moderate 
and circumscribed increases so far made would be small—and this might 
even be true if bank advances rates rose correspondingly. The extent to 
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which the general level of rates needs to rise therefore depends upon the 
degree of restraint exerted by the other two methods—upon the “ gear 
ratio ’’, so to speak, between action at the centre of the monetary system and 
action at the circumference that is in direct contact with the world of business 
and private spenders. 

Before considering these other forces, one vital principle of credit control 
needs to be explained. It has been said repeatedly in these columns that the 
crucial need was to end the system of automatic supply of cash to the banking 
system through the operations of the special buyer at a low, pegged rate. 
The authorities have now done this, and done it in the best possible way. 
They have given notice that they hold themselves free to refuse additional 

cash to the system except on their published terms, which may be further 
raised if need be. But it should not be supposed that, by this change alone, 
they can now exert any greater direct restraint over the total volume of 
credit than is exerted by the deterrent of higher rates as such. If new 
borrowers from the banks are prepared to pay such higher rates as are 
demanded, the banks can still, if they wish, get from the Bank of England 
sufficient additional cash to support the new lendings without reducing “their 
other assets. They can do this by reducing their bill purchases from, or 
lendings to, the discount market; and though that market might get the 
necessary cash from the Bank of England only on the “ penal”’ terms, the 
only direct effect would be to force up rates (not excluding Bank rate) through- 
out the system. Hence the pace of expansion of the whole volume of credit 
would still depend on the willingness of the ultimate borrowers to pay the 


rates asked. 


INDUCING RESTRAINT BY LENDERS 

These, it should be emphasized, are the mechanics of Method One, con- 
sidered strictly in isolation by reference to the direct effect of higher rates 
upon would-be borrowers. But in practice, whenever this method is used at 
all, it never has to work alone. Any warning signal given by the authorities 
through the money market is bound to induce some secondary restraint apart 
from the direct restraint exerted by whatever move is made in money market 
rates, even though this secondary response is limited to the attitude of 
bankers (Method Two) and does not come spontaneously also from the 
business world and investing public (Method Three). If the authorities are 
evidently making conditions more difficult for the discount market, thereby 
noticeably stiffening market rates, the banks will incline—to put their reaction 
at its minimum—towards greater caution in their lendings and in their 
operations generally. And when the action from the centre is as dramatic 
as this ending of the twelve-year system of automatic cash supply and the 
upward movement of rates long stabilized, the banks might be expected to 
make a more definite response. 

But, had the new measures been limited to the increase in Bank rate and 
the changes in the money market, any response from the banks in their 
lending policies would have been “ sympathetic ’ ’ rather than inevitably 
consequential. These measures would not have directly or immediately 
threatened either the liquidity or the earning power—or even, conceivably, 
the asset values—of the banks. In parenthesis, it may here be remarked 
that the Opposition contention that the initial rate increases, which Mr. Butler 
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estimated to cost the Exchequer £25 millions gross in a year, would put a 
corresponding net sum into the pockets of the banking system, is wholly false. 
The extra annual cost of deposits to the clearing banks will exceed the extra 
yield of their money market assets (as reduced by the funding) by about 
{1h millions. The bigger return from the portion of bank Treasury bills 
now funded is, of course, a price secured for the sacrifice of liquidity (which 
might have been obtained by any individual bank otherwise by switches in 
_ market); but, if this is brought into account, the banks might show a 

gain of perhaps £2} millions a year on balance—lefore allowing for any 
conseque ntial depreciation of their gilt-edged portfolios (1 per cent. of which 
is equivalent to £15 millions). Had there been no funding operation, the net 
position of current earnings would have been just slightly worsened, but not 
sufficiently to put any perceptible new pressure on the banks to stiffen their 
terms for advances. 

Much more important than this consideration is the fact that, in the 
absence of the funding operation, they would have seen no immediate threat 
to their liquidity. So long as they had an ample supply of money market 
assets—bills and ¢ call money —that could be run down when necessary as a 
means of extracting additional cash (via the discount market) from the Bank 
of England, their ability to grant new loans and support a rising level of 
deposits would have been unimpaired. And this would have been their 
position had the authorities confined themselves to the changes in the money 
market. Ever since the second of the Treasury's big post-war switches of 
borrowings from Treasury deposit receipts to bills began in mid-1949, the 
banks had seen their bills and call money rise rapidly to “unprecedented levels. 
By mid-October, these assets stood at £1,909 millions, equivalent to no less 
than 30.8 per cent. of total deposits, in contrast with a 1938 average ratio of 
18.9 per cent. With cash, the total liquidity ratio stood at just over 39 per 
cent. compared with a 29.5 per cent. average in 1938. 

With so ample a cushion, the banks would not have needed to worry 
about the possibility that the granting of new loans might compel them to 
disturb their other main earning assets—gilt-edged securities. Indeed, a 
writer of an ill-timed article in the Economic Journal had informed them 
only a week or so previously that “it is inconceivable that the banks would 
ever encounter a demand for cash sufficient to force them to liquidate their 
holdings of longer-dated stocks. . . . The traditional monetary policy, operating 
through Bank-rate changes and open-market operations to influence interest 
rates and the volume of money, has probably gone for good’. The authorities 
have now shattered both these rash predictions. But, even if they had 
shattered only the second of them, and had left the cushion intact, it is certain 
that a new and significant vigilance would have been induced in the banking 
system. Provided only that the banks had been convinced of the deter- 
mination of the authorities to ensure a due restraint, they would have shaped 
their policies on the assumption that, if they did not respond voluntarily, the 
necessary action would sooner or later be enforced upon them. The point to 
notice, however, is that under these conditions the response would have been 
induced and not enforced. The pace and effectiveness of the new policy, to 
the extent to which it was not operated by rapidly rising official rates (i.e. by 
vigorous use of Method One), would have depended mainly upon the “ psy cho- 
logical ” response of the banks; and the “ gear ratio’ between the first and 
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the second methods might not have been large. The ratio between these runt 
methods and the third method—the method of psychological impact ofi the face 
general public—would then have been smaller still. 
EFFECTS OF FUNDING OPERATION or 
As it is, the authorities have ensured that they get not only a psychological x 
response from the banks but also a response strongly conditioned by the disc 
knowledge that the possibility of enforcing restraint upon them has been the 
brought very near. This is the real and potent significance of the funding fron 
issue. The authorities wanted to make sure that the cutting force of their basi 
newly re-discovered weapons would not be lost in the cushion of excessive toal 
liquid assets. The banks, for their part, have long been worried about the cent 
rising pressure of costs, not to mention this year’s large depreciation on their liqu 
gilt-edged portfolios; their mood was doubtless receptive to suggestions that 
they should exchange undue liquidity for a better yield, provided that the 
TABLE II : 
CLEARING BANKS’ LIQUID ASSETS RATIOS—ANNUAL AVERAGES of 3 
PERCENTAGES OF PUBLISHED [EPOSITS whe’ 
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securities offered were short enough to keep the risk of market depreciation from 
to narrow limits. At all events, the clearing banks were induced to exchange onth 
no less than £500 millions or so of bills for the new funding stocks—mainly, Fins 
no doubt, the shortest one. Another massive block of subscriptions came te it 
from the monetary authorities of the overseas sterling area, huge holders of rept 
tap and tender bills who were doubtless even more ready to seize a better ; 
yield on part of their holdings. Obviously, they could not be excluded from new 
the offer, though their response will add perhaps £4-5 millions to Britain’s sauce 
overseas payments; but their participation has one important advantage—it head 
does vay with the risk that an unmanageably large supply of floating external meas 
funds might bid for Treasury bills and tend to undermine the rates intended mon 
by the authorities. The remainder of the £1,000 millions of subscriptions liqui 
came from the discount market and other financial institutions, but this he 
third block was relatively small—despite the opportunity afforded to the the ] 


market of avoiding, to the extent of its participation, the loss involved in prep 
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running its old bill portfolio at the higher rates (since bills were accepted at 
face value minus discount at the rate of only 3 per cent. p.a.). 

Thanks to this skilful and well-directed surgery, the cushion of surplus 
floating assets in the banking system has been cut away at a single stroke— 
and by an operation that was virtually painless by contrast with alternative 
methods of achieving the same eventual result. The precise effects will be 
disclosed in the banks’ statement for November, which was not available at 
the moment of going to press; but a sufficient indication can be obtained 
from the mid-October figures shown in our usual table on page 333. On this 
basis, the total of bills and call money would be reduced from {1,909 millions 
to about {1,400 millions, cutting their ratio to gross deposits from fully 30 per 
cent. to less than 22% per cent. When cash is included, the ratio of total 
liquid assets is seen to have fallen from over 39 per cent. to 37 per cent. 


How “ Taut”’ Lioguipiry RESTRAINS LENDING 

The liquidity ratio thus already stands virtually at the conventional level 
of 30 per cent. that the banks treated as a working minimum in the days 
when credit was last being effectively controlled in the orthodox manner. 
The technical aspects of this convention deserve a detailed scrutiny that 
must be deferred to a later article in THE BANKER; but four points must be 
made here. First, there is no doubt that it did operate—though perhaps 
empirically, and as a general tendency, rather than as the firm rule to which 
some have elevated it. Secondly, some bankers, busily trying to recall the 
old traditions, are including cheques in transit and even Treasury deposit 
receipts (now vestigial) in their computations of liquid assets, thereby bringing 
the “liquid” ratio up to 34.6 per cent. or even 37.4 per cent.—which, they 
assert, gives them still a fair margin over the old 30 per cent. minimum. But, 
whatever their internal book-keeping practice was, the fact is that between the 
wars the ¢rue liquid ratio—including only cash, call money and bills—was 
always, on the average, above 30 per cent. and generally above the level at 
which it now stands (except in the special circumstances of 1937-39). On 
this point, the figures in Table IT must for the present be allowed to speak 
for themselves. Thirdly, the re-computed October ratio relates to a period at 
which liquid assets are seasonally high. Early in 1952 the seasonal swell of 
Exchequer surpluses—reinforced by Exchequer borrowings of funds accruing 
from a continuing deficit on the external balance of payments—will give the 
authorities great power to force the ratio of liquid assets down further still. 
Finally, if the convention of minimum liquid assets was justified in the past, 
is it not more than ever necessary now, when gilt-edged portfolios and advances 
represent much bigger projections upon bank capital ? 

These are the reasons for expecting the convention to work under the 
new regime. The manner of its working, and its likely effects, can best be 
gauged by glancing, once again, at the traditional principles. So long as the 
banks re spected the convention, a tautness in the supply of liqtid assets 
meant that they were not prepared, except in the short term, to run down 
money market assets as a means of procuring additional cash.. The volume of 
liquid assets set clear limits to the total of bank deposits and, therefore, to 
the aggregate of bank assets. Hence, if demands for advances were rising, 
the banks could not long continue to meet these demands unless they were 
prepared to sell investments. An inverse, reciprocating movement between 
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bank advances and investments, with the ratio to deposits of the two combined 
keeping fairly stable at under 70 per cent., was one of the clearest of all 
banking tendencies in the period between the wars. Moreover, if a tautness 
of liquid assets was either deliberately contrived or was not quickly relieved 
by the authorities, other influences would simult: ineously be making the gilt- 
edged market unreceptive to sales and perhaps causing it to weaken sharply. 
[In such conditions, the prospect before the banks of having to sell on an 
adverse market in order to finance additional advances (or to restore the 
conventional ratios if the advances had already been made) acted as a strong 
stiffener of advances policy. And it has to be remembered that such enforced 
restraint operates much more quickly and directly by a tightening of standards 
of credit-worthiness—what the business world calls an increased “‘ stickiness ’ 
on the part of the banks—than by overt increases in rates charged. 

This, in other words, was Method Two working at its strongest. Whenever 
it works in this way, it quickly imparts a more than proportional force to 
Method Three—the spontaneous restraint induced in the business world and 
among the general public—whereupon all three methods act and inter-act 
with cumulative effect. As soon as it becomes known that the banks are 
becoming really “ difficult ’’ about advances, the impulse to restraint begins 
to spread through the whole economy. If it is a strong impulse, as it cer- 
tainly would be if monetary policy were accompanied by firm budgetary 
measures, the business world as well as the banks will start scrutinizing credit 
risks and reviewing market prospects. Naturally, the effect will be felt most 
by the marginal firms and luxury trades; but many others besides who have 
seen the purse-strings of banks and supplie rs tightening will be seeking finance 
by sales of securities. All but the very strongest (and, of course, also the 
very weakest) will become potential sellers of gilt-edged securities or potential 
borrowers by new issues of capital. And such operations, by their impact on 
the stock markets, will further strengthen the sanction working upon the 
banks, making them still more reluctant (or unable) to sell securities. 

The prospect now is that all these processes will work in some degree. 
But in what degree ? Obviously, they can work as toughly as necessary. But 
equally obviously, there is no need to push them to extremes: what is neede d 
is firm ‘‘ disinflation ’, not swingeing deflation, and a very marked relief 
from inflation could undoubtedly be achieved by a quite moderate monetary 
tightening. How much monetary pressure is needed must depend upon the 
strength of disinflation by other means—above all, through the budget and 
by physical restraint on investment outlay. If the budget is strong, then 
the need for monetary pressure will be proportionately less—once the 
budgetary measures begin to work. But if the Government is timid in its 
budgetary retrenchment, then it ought to be prepared to let monetary measures 
take a correspondingly larger share of the work of restraint. In practice it 
would be unlikely to do so—except, perhaps, to a slight extent. A Government 
that shrinks from sufficiently tough action by the overt methods of the budget 
is most unlikely to pursue tough disinflation by monetary policy. It will be 
some time before any fair judgment can be formed on these questions. But 
the monetary process of restraint has been well started, and, for all its apparent 
‘ gradualness "’ by contrast with some expectations, there is no sign yet that 


the “‘ hidden hand ”’ will don kid gloves. 
W. T. C. KING 
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Policy for Sterling 


HE first duty of the Conservative Government, it is being widely said, 

can be summed up in four words: restore confidence in sterling. Many 

people who thus neatly summarize the need undoubtedly do so without 
realizing how far-reaching are its implications. But, rightly conceived, this 
objective does indeed comprehend the Government’s whole duty in the 
economic sphere. For this injunction has to apply both to the domestic and 
foreign assessment of the integrity of the currency. It covers everything that 
the Government should do in its domestic and external policies—and especially 
the former—to toughen the economy of Britain and restore solvency in the 
balance of payments. But however successful the remedial action may 
eventually be, its effects will take time to make themselves felt—and there 
is little time to spare. 

The whole policy has therefore to include short-term expedients, of the 
too-familiar kind, to meet the immediate emergency of the balance of payments 
deficit and the drain on reserves, as well as the longer-term and more funda- 
mental design that is needed to lead Britain back to economic and monetary 
stability at home and solvency in its relations with the rest of the world. The 
longer-term measures have been discussed in preceding articles; this article 
is concerned mainly with the first-aid for the exte rnal deficit. A start has 
now been made upon each; and although it is still too soon to gauge the 
power of the punch packed in either glove, some comfort can be gained from 
the fact that the boxer is now allowed to fight with both hands byes not, as 
he has done since the end of the war, with his right hand tied behind his back. 

The short-term policy is already in operation. Faced with the kind of 
situation that the new Chancellor found on taking office, immediate and 
drastic action was imperative. Whereas in the third quarter of this year the 
dollar deficit was $638 millions and had reduced the gold and dollar reserve 
on September 30 to $3,269 millions, in October alone “the drain had reached 
$320 millions and was then running at a rate that would have exhausted the 
reserve in less than a year. Britain’s deficit with the European Payments 
Union in the third quarter was £183 millions. In October it amounted to {£89 
millions and, as a result, Britain suffered its first loss of gold to the Union—a 
transfer of £12 millions. Quite apart from this encroachment on the gold and 
dollar reserve—which of course reflects the dollar demands of the sterling 
area as a Whole—the United Kingdom itself was found by the incoming Govern- 
ment to be facing a balance of payments deficit in 1952 substantially greater 
than the large deficit that will be shown this year. On existing trends, next 
year's deficit promised to be between £500 and £600 millions. 

Such were the unpalatable but inescapable facts that compelled the Govern- 
ment to resort to yet another series of expedients—cuts in imports and in 
tourist allowances. It is most unfortunate that these cuts should have involved 
a wholesale, even if temporary, retreat from the principle of trade liberalization 
in Europe. Britain led the movement towards open general licences in intra- 
Europe an trade and had succeeded in liberalizing more than go per cent. of 
its private trade with other members of the European Payments Union. It is 
not surprising, therefore, that the countries likely to be adversely affected by 
the reversion to specific licences and by the cuts that are being made have 
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been bitter in their complaints. It is certainly ironical—and to Europe ominous 
—that one of the first policy decisions of the Conservative Government should 
have seemed to imply a denial of the cause of closer economic co-operation 
with Europe towards which the Conservatives in opposition found the Labour 
Government so lukewarm. The European victims of these cuts should remem- 
ber, however, that there are even more painfully conscious victims in Britain. 
They should also measure them against the emergency that had to be met. 
They should understand that a solvent Britain is even more important to the 
cause of European reconstruction than a free-trading Britain. 

A word of warning should be uttered against generalizing too freely from 
the figures given by the Chancellor in his revelation of the position he found 
when he went to the Treasury. The October figures are likely to prove entire ly 
abnormal. October was the month of the general election—covering the 
whole of the preparatory period during which the chances of a strong Conserva- 
tive victory, reasonably good at first, gradually dwindled to very meagre pro- 
portions. It also covered the immediate period of response to the narrowness 
of the Conservative majority, the days of seeming indecision when the most 
widespread view in financial circles at home and abroad was that a Government 
so precariously poised in Parliament and in the country would be quite 
unable to take the vigorous and painful measures necessary to right the situa- 
tion. October, therefore, was a month during which the pendulum of specu- 
lation was swinging heavily against sterling. As usual nowadays, this move- 
ment was achieved by interfering with the normal timing of current commercial 
transactions, by postponing every purchase of sterling in the hope of buying it 
more cheaply later and, conversely, by hastening any remittance involving 
the purchase of dollars or other foreign currencies against sales of sterling. In 
addition to these half-commercial, half-speculative operations there was a 
certain volume of outright speculative selling of sterling in the forward market 
in New York, where the three months discount ran off to a rate equivalent to 
over 14 per cent. per annum. There can have been no commercial justification 
behind sales at this figure, since any bona fide forward operation qualifies for 
the Bank of England forward dollar facilities based on the parity rate. 

The assumption that speculative operations—whether pseudo-commercial 
or not—bore a large responsibility for the October dollar deficit is borne out 
by the behaviour of the exchange markets during November. The forward 
rates for sterling have returned to more reasonable levels, while the spot rate 
in New York has been quoted persistently at $2.80}. This is higher than the 
official buying rate for dollars quoted by the Bank of England and the dis- 
crepancy clearly indicates that during part of the month the Exchange Equali- 
zation Account must have been acquiring dollars on balance. The disparity 
between the bid rate for sterling in New York and the selling rate for dollars 
of the Bank of England can be explained by the fact that maturing sales of 
sterling in New York had to be covered by spot purchases that could not face 
the delay involved in going through the official Bank of England channels. 
These November dollar gains are as misleading as the October losses; for that 
reason the October precedent of releasing figures for a single month is unlikely 
to be repeated. Indeed, Mr. Butler obviously regarded it as part of the shock 
treatment that the country needed. 

What, then, is the true deficit that has to be met ? The position can best 
be visualized by turning back to the appraisal made by Mr. Gaitskell in his 
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swan song as Chancellor—when he disclosed the $638 millions deficit 
for the third quarter of the year. At the time Treasury experts estimated 
that, if temporary and abnormal factors could be disregarded, the deficit would 
have been rather less than half that figure—say $300 millions. The “ temporary 
and abnormal ”’ factors included such all too persistent parts of the scene as 
the loss of oil supplies from Abadan. This factor alone was expected to cost 
the sterling area a dollar expenditure running at first at the rate of $300 
millions a year, but diminishing after a time as additional refinery capacity 
became available in the sterling area. Another factor that is about to intrude 
into the dollar account is the beginning of payments on the United States and 
Canadian credits at the end of the year. That will account for a further $175 
millions—assuming, as should at present be done, that the waiver of the 
interest portion will not be invoked. Since these estimates of factors bearing 
upon the dollar balance of payments were made, no important changes have 
occurred in the realm of “‘ underlying ”’ influences. Sterling area commodities 

have varied little in price and the scale of their purchases by the non-dollar 
world has not altered materially. It should thus be possible to assume that, 

given present circumstances, the dollar deficit for the twelve months ahead is 
likely to be of the order of $1,650 millions—namely, $1,200 millions for “ per- 
manent ” influences, $175 millions for the U.S. and Canadian loans and, say, 

$275 millions for exceptional dollar oil imports. 

This, it should be noted, is the deficit of the sterling area as a whole, which 
will fall to be met by dipping into the central reserve held by the British 
Exchange Equalization Account, or by some other methods. The deficit may, 
of course, be appreciably reduced as a result of economies in dollar imports. 
These will be discussed by a sterling area meeting of ministers early in the 
New Year, following the preliminary discussion between officials. But it is 
significant that in his proposals for import cuts, Mr. Butler made no specific 
re fere nce to dollar imports. Perhaps he left dollar cuts to be decided in the 
light of the Commonwealth talks. Perhaps he still harbours the hope that some 
form of extraneous dollar aid will be forthcoming that will avoid the necessity 
for any substantial dollar import cuts. It is beyond all doubt that dollar 
imports have already been pared to the very bone of essentiality. The cuts in 
imports from Europe may be regrettable on Many grounds—but at least it 
can be said of them that they represent the “ frills” on Britain’s austerity. 
Cuts in dollar imports, if they are to achieve any worth-while saving of dollars, 
will really hurt. They might involve a return to bread rationing, cuts in the 
sugar ration, and a sharp reduction in tobacco supplies that are of major 
importance in disinflationary budgeting. 

If such cuts are to be avoided, the first means of continuing to finance the 
deficit would be to dip further into the reserve. At the end of September it 
stood at $3,269 millions; thus, at the estimated rate of deficit, it would run 
down to about $1,600 millions by September, 1952. It has been lower than 
this, but there can be no denying the fact that such a weakening would be 
a catastrophic development at the present juncture. It would add gravely 
to the stresses and strains already apparent within the sterling area. It would 
tend further to undermine foreign confidence in sterling at the very time 
when it is vital that this confidence should be rebuilt. If we are indeed wit- 
nessing now the inception of a new long-term policy for sterling, based on a 
genuine return to long-forgotten realities of monetary discipline by flexible 
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credit technique, it is all the more important to give the new experiment a 
fair start and to mobilize every favourable psychological influence that can be 
brought to bear on the recovery of sterling. A further deep draft on the 
reserves would swing the psychological factors violently to our disadvantage. 


POSSIBILITIES OF DOLLAR AID 


One way of cushioning the impact of the dollar deficit on the gold reserve 
would be to use the facilities of the International Monetary Fund. Britain, 
in common with other O.E.E.C. countries, has been debarred from dealing with 
the I.M.F. since 1948, when the edict went forth de nying I.M.F. facilities to 
any recipient of Marshall Aid. Now that Marshall Aid is rapidly coming to its 
end, the justification for this general exclusion no longer exists and it may be 
hoped that before long the LM.F. will again open its doors for business with 
Europe. No one should welcome such a move with greater fervour than the 
I.M.F. itself, which of late has been in danger of succumbing to rigor mortis. 
The sterling area countries have a combined quota of shank $2,100 millions 
at the I.M.F. Assuming they were not found to be in “ fundamental disequili- 
brium ”’ and, therefore, were worthy to receive the facilities of the I.M.F., it 
should be possible for them to acquire dollars to the amount of 25 per cent. of 
this quota—or, say, $500 millions—over the next twelve months. On the 
assumption that the balance of payments deficit is being tackled by the funda- 
mental measures with realism and a fair promise of success, such use of the 
Fund’s assistance would be fully justified. The difficulties of the United 
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Kingdom and the sterling area would, in such circumstances, provide precisely 
the situation for meeting which the Fund was created. 

Since the deficit in the British balance of payments can be attributed in 
part to the specific impact of rearmament on the British economy and to its 
more general effects on world prices and trade, there is some ground for arguing, 
too, that this deficit should be partly filled by the mutual aid to be extended 
among the North Atlantic Treaty countries. | The possibilities here are governed 
by the vast and complicated exercise on “‘ burden sharing ”’ that has been 
proceeding for many months past in N.A.T.O.; it is now approaching the point 
of decision, with the impending report of the ‘‘ Three Wise Men ’’—Mr. Averell 
Harriman, Sir Edwin Plowden and M. Jean Monnet, specially appointed for 
this task after the Ottawa meeting. The reports presented to this small com- 
mittee and the evidence taken by them suggest that, as expected, there will 
be very little ‘‘ mutuality ”’ in the burden-sharing, other than splitting up the 
amount that the United States is making available for foreign military and 
civilian help. Congress has authorized and allocated $7.3 billions for external 
aid in the current financial year. Of this, about $6 billions is intended for the 
N.A.T.O. countries. The greater part of this aid will be given in kind, particu- 
larly in weapons. But the United States, appreciating the urgency of giving 
more direct aid to the harder-worked and tighter-stretched economies within 
the N.A.T.O. group, has earmarked $1 billion of the total for ‘ interim ”’ aid 
—to be granted at the sole discretion of the Mutual Security Agency, the new 
United States department that is to administer the foreign aid programme. 
Since the head of this department, Mr. Averell Harriman, is also one of the 
“ Three Wise Men”’, the hearings before the committee have related not only 
to the wider “‘ burden sharing ”’ exercise, but also to the much more immediate 
issue of establishing claims for interim aid. 

The British submission, on which the Chancellor of the Exchequer was 
cross-examined in Paris last month, has made a strong plea for such aid— 
at least by implication if not directly. Aid might be provided by free deliveries 
of essential defence materials, such as steel, that would in any case have to be 
imported and the cost of which has already been reckoned in the dollar import 
programme. Interim aid might also be given by wav of free dollars available 
to finance ‘‘ off-shore ” purchases of essential defence materials. In either case, 
the aid would have the effect of reinforcing Britain’s gold and dollar reserve. 

It is this fact that casts some — over the chances of interim aid for 
Britain. There is a strange dichotomy in American thinking about sterling 
and the reserves that underpin it. On the one hand, there is a constant urge 
from the United States for sterling to be pushed boldly forward in the direction 
of complete convertibility; on the other hand, there is a distinct aversion 
from allowing any assistance to Britain to reach a point at which it can be 
seen to be helping the rebuilding of the British gold and dollar reserves—i.e. 
creating the conditions in which the advance towards convertibility can safely 
proceed. This attitude was, of course, very much in evidence during the war, 
when the United States used to adjust the eligibility rules for Lend-Lease and 
reverse Lend-Lease whenever this exchange of mutual aid seemed to be helping 
the British gold reserve to rise beyond the figure of $1 billion. That was the 
arbitrary level that the United States regarded as “ safe’’. Again, in the 
Loan negotiations in 1945, there was the paradox that an American demand 
for almost immediate convertibility of sterling was combined with insistence 
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on cutting down the total of the loan to much below that sought by Britain. 
More recently, the paradox was again illustrated when the United States 
suspended Marshall Aid to Britain as soon as it could be seen that the aid was 
going indirectly into the reconstitution of the reserve. Is this dichotomy to 
be apparent once more in the fate of Britain’s request for interim aid ? 

The United States would be right to refuse interim aid until it was satisfied 
that Britain was doing its share to put its own house in order. Any other 
sequence, the provision of external doles regardless of what was being done by 
domestic policy to restore the situation, would merely retard the fundamental 
corrective revolution in British economic policy. But the United States 
authorities must recognize that the immediate effect of rearmament on the 
British economy has been to put serious additional strain on the balance of 
payments. If Britain deserves help—and on the score of its relative defence 
effort it cert uinly does—the United States should overcome its traditional 
aversion to giving help in free dollars or in any other comparable way. 

These American suspicions of the financial strength of Britain are rooted 
in distrust of the sterling area, in fear that it has become a mechanism of discrimi- 
nation and in the reasoning that, by strengthening it, the United States will 
be adding substance to a device that is now being and will continue to be used 
against its commercial interests. Let it be admitted that some justification 
can be found for this attitude. It can be detected in the views on the future of 
sterling and exchange control expressed by many Labour spokesmen. The 
plans for effective planning of the domestic economy through the appropriate 
physical controls and import licensing must clash with the philosophy of non- 
discrimination in international trade and convertibility of sterling. The lip 
service paid to these concepts by the previous Government was qualified by 
reservations that postponed their realization to some Utopian future. 

One of the first tasks of the Conservative Government should be to remove 
this suspicion of tongue-in-cheek hypocrisy. This is not to suggest that there 
should now be a headlong plunge into convertibility and non-discrimination 
in imports such as the United States pressed on this country in 1947. The 
realities of the immediate problem will in fact call for the very reverse process 

cuts in imports that must be applied on a discriminatory basis, and greater 
restrictions on current payments, such as’ tourist allowances, that must also 
be operated by discriminating against certain countries. But it could be 
made clearer than it has been at any time since 1947 that the colours of 
‘ Bretton Woods ”’ are still nailed to sterling’s mast. Without such assurance 
there is unlikely to be any help from the United States. Nor will the prospect 
for the continued hege mony of the sterling area and for London’s position as 
an international banker recover its promise unless it becomes quickly evident 
that the sterling area is something more than a protective device. The crucial 
question is that of timing. But whereas the Labour Government's view seemed 
to hold that “.to travel hopefully is better than to arrive ’’, it behoves Britain 
now, in spite of the immediate obstacles ahead, to bring the goal into somewhat 
clearer focus. If that can be done in a manner that carries conviction, and if, 
at the same time, domestic policies are pursued that will make it possible to 
believe that the goal will be reached, the United States should have no hesita- 
tion in offering help. It should realize that it is only with adequate reserves 
behind her that Britain can provide all that is expected of her not only in 
the sphere of commercial and monetary policy, but in defence of the West. 
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The Belgian Surplus and the Remedies 
By Gavin Gordon 


BrussELs, November 18. 

OR the month of October the Belgian surplus in E.P.U. was reduced to 
Fite comparatively modest figure of $42.9 millions. This followed the 

apparently drastic measures taken earlier in the month to cut the surplus, 
and the reduction by about a third was at first hailed as a success. From 
the Belgian standpoint, however, the October level is higher than was hoped. 
The current arrangements, for the last quarter of this year, allow that Belgium 
should receive the first $35 millions of the October surplus in gold, and the 
object of the restrictive measures was to contain the surplus within this 
figure. In this they were unsuccessful, and the monthly clearing at mid- 
November left Belgium under the necessity of granting a further $7.9 millions 
of credit to the Union. 

The task for Belgium in December, as in November, is to contain the 
surplus within a still smaller allowance. of g $25 millions for November 
and $20 millions for December. The question therefore arises whether she 
wn be able to do so, and, if not, whether she can afford to continue the 

granting of further cre dits. If the position is not well in hand before the year’s 
ae Ww hat will be the future of Belgium’s membership of E.P.U. in the ensuing 
six months and the future of the Union itself after the expiration of the 
original Agreement at the end of next June ? 

It is not a new problem for post-war Belgium to have to choose between 
contracting her exports and the granting of large foreign credits. So great is 
her dependence on her export trade—the annual value of exports is about a 
third the size of the whole national income—that it is politically difficult to 
resist the demand that credits be granted, however difficult this may be to 
reconcile with the policy of ‘‘ monetary integrity” that has so successfully 
maintained the strength of the Belgian franc. At various times before the 
formation of E.P.U. Belgium found it necessary to immobilize an important 
part of her credit resources in financing a trade surplus with Britain, the 
Netherlands and France; and, in the initial covenant for E.P.U., she made 
it a condition that these credits (including some smaller ones to other countries) 
should be liquidated during the two years of the Union’s currency. 

During the 16 months of E.P.U., the history of Belgium’s relations with 
it fall into three distinct phases. In the first, which lasted till November, 
1950, Belgium’s current accounts were in deficit, and the balances were used 
to repay the outstanding credits due to her, a total of Frs. 2,496 millions 
(nearly $50 millions) being thus redeemed. From this time onwards 
Belgium’s current accounts were in credit, and the credit was added to the 
continued repayment of outstanding credits—of which another $50 millions 
has been repaid, leaving outstanding rather less than $35 millions (Frs. 1,747 
millions). The second phase, however, was the phase of the Dutch deficit 
due to supernormal buying by the Netherlands of textiles and clothing against 
the fear of war and rising prices. The Dutch would have done this buying 
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from some source in any case, but the Benelux Customs Union naturally 
predisposed them to do it in Belgium; and the spate of orders was especially 
welcome to the Belgian textile industries. By the end of March Belgium 
was already entitled to receive half her further surpluses in gold. By the 
end of September she had passed her credit quota. At this time her accumu- 
lated surplus stood at over Frs. 22,000 millions ($44 millions), and two-thirds 
of it was attributable to her credit balance against the Netherlands. 

It is thus fair to say that the greater part of the credit Belgium had under- 
taken to grant was used in financing the internal commerce of the Benelux 
Union. By the late summer a liquidity crisis had developed in the Dutch 
distributing trades, Dutch consumers were beginning to use their emergency 
stocks of clothes, and unemployment was beginning to be felt in the Belgian 
textile trade. This owed nothing to the Dutch restrictions; these, indeed, 
had merely locked the door some time after the horse had bolted. Even 
without these measures, the development that has reduced the Dutch deficit 


with Belgium from $24} millions in July to under $4 millions in October 


would have followed much the same course. 
TABLE I 
BELGIAN GOLD AND HARD-CURRENCY RESERVES 


Figures of National Bank of Belgium—million francs) 
Total (net) 


Gold Coin Foreign Gold and Gold and 

and Currency Currency Currency 

Bullion Reserve for Delivery Reserve 
1950: September 29 a 29,930 E,217 4,006 27,141 
December 28 ‘3 29.309 1,120 1,963 25,535 
1951: March 29 .. ass 29,471 2,104 1,017 30,558 
June 28... is 29,307 312 788 28,831 
September 27 7 31,887 210 1,160 30,937 
October 31 wi 31,029 381 1,658 29,752 
November 15 cs 30,930 1,246 1,019 30,563 


By the autumn, however, the third phase was starting. This was due 
primarily to rearmament, which has produced a boom in export orders for 
steel and the placing in Belgium, latterly, of important supply contracts, 
especially by Britain and France. The debits that these two countries are 
accumulating are now well known. By October Belgium’s total credit 
balance of $42.9 millions for the month included a surplus of £20 millions 
against France and nearly $30 millions against Britain. 

When Belgium’s original credit quota at E.P.U. was exceeded, in August 
this year, emergency arrangements were made for her to allow through the 
Union a further amount of rather over $80 millions, which should be dealt 
with in the same way as the preceding tranche—half by a payment in gold 
and half by the granting of further credit. This was wholly exhausted at the 
end of September, and the further emergency arrangement was then made 
with E.P.U. to cover the succeeding months of 1951, allowing Belgium a 
claim on a further $80 millions of gold but insisting that she grant credits 
for any further surplus beyond this amount. 

It is not only the difficulty of the internal credit position that has forced 
Belgium into the paths of restriction. She is at least as embarrassed by a 
shortage of pt Her gold and currency holdings suffered some serious 
losses in the summer and autumn of 1950-—though by the end of last March 
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they had recovered to some Frs. 30} milliards. Since that time, Belgium 
has received through E.P.U., as part of the payment for her surplus, gold to 
the extent of over Frs. 10 milliards ($204.4 millions), and yet at the middle 
of November—when the figures for the first time reflect the October settle- 
ment—the total reserve is no higher than it was at the end of March. 

In other words, Belgium has spent all the gold and dollars she has received 
from E.P.U. It is for this reason that the first of her restrictive measures 
was to impose a strict licensing of imports payable in dollars, and this is 
currently being administered to the almost total exclusion of American con- 
sumer goods. It is causing a great deal of protest, particularly since it affects 
films and tobacco to quite a major extent. Moreover, with the co-operation 
of E.C.A.—who saw the point of the measure even when their country’s 
representatives were protesting at the G.A.T.T. conference at Geneva—the 
same restrictions are being applied, wherever practicable, to imports of 
industrial machinery. There is a great deal of resistance under this head, 
for the sales drive for American machinery has since the war been particu- 
larly successful and its resulting reputation is enormous. In general, however, 
the open licence for American goods extends only to commodities that are 
industrially necessary and cannot be obtained in adequate quantities elsewhere. 
The administration of the restriction shows a determination on Belgium's 
part to make good the claim that she needs gold (or dollars) not for main- 
taining consumption, but for keeping her industrial machine at work. 

The counterpart of the dollar economies is, of course, the effort to buy 
from Belgian or E.P.U. sources anything that the import licensing system 
excludes. So far, this has not been wholly successful, since neither the 
French nor the British economy seems to have the effort or the goods to spare. 
Some success is, however, being met in Germany, Italy and Switzerland, with 
all of which Belgium’s accounts are already cumulatively in deficit. Some 
improvement is to be expected vis-a-vis Britain, from the decision to 
standardize the Land Rover instead of the Jeep for the Belgian Army; and, 
though this will eventually imply full manufacture in Belgium, the early 
stages will involve considerable shipments of components to Belgium for 
assembly. A number of other schemes are afoot for getting more goods 
from Britain, though the extent of their final success has yet to be estimated. 

The other side of the picture is the Belgian regulation imposing export 
licensing on the shipment of goods to E.P.U. countnes. This was introduced 
in October, in conjunction with the licensing of inward remittances by the 
Institut du Change. In practice, the export licensing has so far been adminis- 
tered with a view to containing the total sent to E.P.U. countries within the 
heading-by-heading totals reached in the average of the first five months of 
this year. There was, however, another purpose and this may prove to have 
been the more important, at least in the early stages. This was to prevent 
the re-export of goods bought for dollars, and more especially to shut out the 
many fake transactions with France that had allowed the free market to be 
used to acquire dollars for use by French traders who thus were able to evade 
the French exchange control. This led to an interesting diversion, for the 
shock of the new regulations was mitigated by the temporary installation of 
a free market in all E.P.U. currencies. Exporters from Belgium were allowed 
to dispose of their foreign currency where and how they liked, and importers 




















360 THE BANKER 


were allowed to buy. The market had a substantial turnover, with sterling 
only a half-franc below the official parity, though of course the existence of 
this market facilitated the re-export and other transactions that it was desired 
to exclude. The first shock of the regulations havi ing thus been absorbed, 
the market was virtually abolished as from November 2 by requiring importers 
to cover their requirements through official channels. This dried up the 
market completely, since the only effective buying must now come from 
demands for the transfer of capital, and exporters were unlikely to sell at a 
discount comparable with that prevailing for purchases of “‘ switch sterling ” 

The internal credit difficulties fall under two heads. The first, by which 
the other nations have not been unduly impressed, is due to the normal 
problem of ‘‘ unrequited exports '’—the putting of incomes into circulation 
without a sufficiency of goods to meet them. Moreover, the point has at various 
times been raised that the external credits that these exports represent are 
not really short-term clearing credits, and should properly be financed 
long-term rates. In this connection it is worth noting that the Belgian 
Government is at the moment borrowing on the basis of a 4} per cent. tax- 
exempt loan issued at 96 and redeemable at various prices from par in ten 
vears to 105 in the fifteenth vear. 

The second difficulty about : ranting credits arises from the orthodoxy of 
the Belgian system and the extent to which the credits use the resources 
that the National Bank might otherwise be able to put at the disposal of the 
Belgian economy. It is clear from Table II that there is an inverse relation- 
ship between the foreign credits granted and the extent to which the National 
Bank can increase its holding of commercial paper. In the latter part of 
1950 and the beginning of 1951, when the question of granting credits to 
E.P.U. had not yet arisen, and the outstanding bilateral credits were in 
course of liquidation, Belgium really seemed headed for easier money conditions 
and the National Bank was able to accommodate a portfolio of Frs. 10 milliards 
and over without any difficulty. As the E.P.U. credit increased, however, 
the commercial portfolio of necessity declined, until finally the National Bank 
felt it necessary to call a halt. 

This came when the accumulated surplus with E.P.U. reached its original 
quota and the credits granted were Frs. 10,066 millions. This was the limit 
of the original contract, and the National Bank apparently did not consider 
it prudent to go any further. From that time onwards, therefore, additional 





THE BANK OF BERMUDA, LTD. 
HAMILTON 
Somerset St. George’s 


CAPITAL £125,000 
TOTAL RESERVES £296,986 
TOTAL RESOURCES £6,936,359 


Complete Banking and Trust Facilities ‘ Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 





al 
n¢ 
re 


ou 
cel 
da 
ba 


cre 
size 
Go 
mil 


of 


al 
yn 
us 
re 


to 


nS 


al 
‘it 
er 
al 


Se ssn ——E 





“HE BE ‘LGL 1N SURPLUS . 4ND THE REMEDIES: 361 





cover is required for all further advances. This cover is provided, in principle, 
by exporters to E.P.U. countries, who are required to keep 5 per cent. of 
their proceeds in a blocked account for six months. This regulation was 
introduced on September 15. It has so far produced Frs. 540 millions and 
the limit of what it can yield under present conditions is certainly below 
Frs. 2,000 millions. After the October settlement the extra surplus requiring 
to be covered was Frs. 2,400 millions, so that the balance of Frs. 1,860 millions 
has had to be found from the Belgian Treasury’s account. 

What scale of blocking will be needed to cover the probable rate of surplus 
in the future? Present indications suggest that the October figures may 
tend to under-rate the magnitude of the problem. At the time of the intro- 
duction of the new regulations there was a hold-up of several days while the 
licensing system got into motion, so that Belgium’s exports—high as indeed 
they were—may have been smaller than they would otherwise have been. 
Moreover, there had previously been the elements of a capital movement 
into Belgium, in the form of advance-payments for goods and similar devices; 
and the October movement may indeed have reversed this and will certainly 
not have increased it. The increase during October in the National Bank’s 
return of ‘“‘ Obligations to E.P.U. nations” does not in the main indicate an 


TABLE II 
BELGIAN AND FOREIGN CREDITS OF BELGIAN NATIONAL BANK 


(million francs) 


INTERNAL ‘CREDITS EXTERNAL CREDITS 
Govern- Commercial Under Pay- Of which 
ment Bills and ments Agrec- to 
sills Advances ments (Net) E.P.U. 
1950: September 28 = 7,179 6,330 5,062 — 
December 28 cd 7,035 10,566 3,853 — 
1951: March 29 ee er 3,130 II,113 6,469 1,869 
June 28 ea Pa 3214 9 901 10,677 5,327 
September 27 ms S772 6,471 15,223 10,349 
October 31 im 7,157 7249 15,405 12,069 
November 15 rae 5,910 5,545 16,342 12,4605 


outflow of refugee capital. It arose because - inward transfer orders from the 
central banks of other countries, which were necessarily held up in the early 
days of the system of licensing inward remittances. In the meantime the central 
banks were, of course, credited in the books of the Bank. 

The licensing of inward remittances is primarily intended as a safeguard 
against Belgium’s becoming a haven for refugee capital, which, embarrassing 
as it is at the best of times, is the more so in current conditions because of 
the effect on the E.P.U. settlement. In any case, the expansionary pressure 
on the internal credit system is by no means negligible. The state of industrial 
activity necessitated an increase in the note issue from Frs. 85 milliards at 
the end of March to Frs. 92} milliards at the end of Cichiiher. A slight 
reduction since then has been due to the incoming proceeds of the new 
44 per cent. loan, which is also responsible for a passing reduction in the 
National Bank’s holding of Treasury bills. 

The Treasury bill holding may indeed be the limiting factor in the internal 
credit crisis if, as seems likely, things are indeed to become critical. The 
size of the holding is governed by a Statutory Convention between the 
Governor and the Finance Minister that fixes it at a maximum of Frs. 10 
milliards. At the moment the Treasury is less empty than it often is, partly 
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because the 1951 budget is ending with a surplus and partly because of the 
proceeds of the new loan. The 1952 budgetary plans, however, are on a large 
scale, partly because of the extent of the military expenditure contemplated 
both on revenue and on capital account. It may be difficult, therefore, for 


y 


the Treasury to continue to find the necessary sums to cover the E.P.U. 


credits without undue pressure on the Frs. 10 milliards ceiling to the paper it 
may place with the National Bank. Any revision of the Statutory Con- 
vention requires in the first instance the approval of the Governor. Since it 
would run counter to so much of the credit policy pursued in the past, this 
might be a more severe stumbling block to such an expansion than would 
the submission of a new Convention to Parliament. 

Similar considerations stand in the way of the proposals, sponsored by 
public departments, to provide a more ample credit fund for private industry 
with a view to stimulating investment and creating new industries that would 
diminish Belgium’s reliance on exports. The difficulty therefore arises of 
seeing whether the size of Belgium’s surplus can be brought within the 
dimensions of what it is possible to block from the proceeds of exports to 
E.P.U. countries. The blocking is now yielding about Frs. 320 millions a 
eee, — the repayment of the earlier blockings is due to begin in March, 
1952. A doubling of the percentage, and if necessary an extension of the 
pe riod, would go some way towards a solution. 

Even so, it looks as though further restrictions on exports may become 
necessary and there are already reports that these may be introduced while 
this article is in the press. Even so, it is diplomatically difficult to refuse 
licences for exports certified as of a milité iry character by the Government of 
the country of destination. Belgium’s economy is far from being at full 
stretch. The boom in steel grew in the wake of the textile hone, and the 
latter subsided in due time. There are at the moment signs of incipient 
textile revival, and it is fairly evident Belgium would have credit difficulties 
if a simultaneous boom should develop in these two main sectors of her 
economy. The sacrifices she is prepared to make to avoid inflation have 
not yet been defined. Indeed, the Prime Minister has spoken of containing 
consumption within its present high level;.and the Finance Minister, though 
he mentions sacrifices in his introduction to the bill for an Excess Profits Tax, 
lets it be understood from the context that he has in mind no more than a 
rising price level and the increase in the period of military service. 
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Sweden’s New Drive against Inflation 
By Lars-Erik Thunholm 


STOCKHOLM, November 15. 


HE dangers of inflationary tendencies and the necessity of checking 
them by ‘all available means of economic policy has been a leading theme 
of economic discussion in Sweden throughout most of the post-war period. 
Up to last year this was largely a debate among politicians and economic 
experts, and it left the man in the street singularly unconcerned. After all, 
the average Swedish worker was able gradually to improve his living standards, 
and the general upward movement of prices was slow and moderate and, in 
any case, well below the increase in his pay-envelope. Since the autumn of 
1950, however, economic developments in Sweden have changed this com- 
placent attitude on the part of the workers, and have given all groups of the 
people a drastic illustration of what inflation really means. The progressive 
deterioration in the value of money can no longer be regarded as a problem 
only for the holders of savings accounts and for people with fixed incomes 
What has happened to wages “and prices in the course of 1951 has shown the 
futility of all efforts on the part of the wage earners to try to improve their 
real income through wage negotiations so long as the basic inflationary forces 
are not held in check. In actual fact, the average real income of Swedish 
workers and salaried employees has remained unchanged over the past year, 
but at the same time about a fifth of the internal value of the Swedish krona 
has been clipped off by the inflationary process in the course of a single year. 
It might reasonably be hoped that the better and broader understanding 
thus gained of the implications of an inflationary development will ultimate ly 
lead to a more effective counter-inflationary policy, as this will become a 
political necessity for whatever party is in power. Nor has the new Labour- 
Agrarian Coalition Government, which was formed a few months ago, failed 
tu respond to this necessity. An outline of a new comprehensive economic 
stabilization programme was recently presented in a bill to the Swedish 
Riksdag, which will no doubt in the course of its. present autumn session 
accept the proposals for new legislation contained in this programme. This 
article surveys the principal measures of economic stabilization effected or 
proposed by the Swedish Government, and examines them against the back- 
ground of the present state of the Swedish economy. 


THE ECONOMIC BACKGROUND: RISING PRODUCTION 


There is no denying that the present economic situation affords a very 
propitious starting-point for a decisive policy of economic stabilization. If 
economic developments in Sweden during 1951 are judged in real as distinct 
from monetary terms, they give on the whole a very favourable picture. For 
various reasons the real national product for the year has increased con- 
siderably, as far as can now be estimated, as compared with 1950, and an 
increased real volume of goods and services has thus been placed at the 


disposal of the economy. 
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One of the leading factors in this development has been a considerable 
improvement in Sweden’s terms of trade. In the past year export prices 
have risen considerably more than import prices, owing chiefly to the 
spectacular increase in the world market prices of pulp, paper and timber, 
which together account for about 50 per cent. of Sweden’s total exports. 
Over the whole year this improvement in the terms of trade is estimated at 
20 per cent. Expressed in terms of the prices of 1950 this means an increase 
in the national product of well over Kr. 1,000 millions, or around 4 per cent. 
To this should be added the increased net earnings of the merchant fleet, 
which has benefited from the past year’s rise in international freight rates. 
Total exports rose from Kr. 3,954 millions during the period *January- 
September, 1950, to Kr. 6,388 millions during the same period of this year, 
i.e. by 62 per cent. At the same time, imports also rose by 62 per cent., or 
from Kr. 4,282 millions to Kr. 6,921 millions. Although during these nine months 
there has thus been a considerable deficit in the balance of payments, for the 
year as a whole imports and exports are expected to balance more evenly, so 
that the deficit in the balance of trade will be only Kr. 100-200 millions. As 
shipping and other invisible, earnings will probably give a surplus of some- 
thing like Kr. 800 millions (in 1950 Kr. 600 millions), the net surplus in the 
balance of international payments on current account for the whole year 
will be around Kr. 600-700 millions. 

Besides the increase in the real national product due to the favourable 
development of Sweden’s international exchange of goods and _ services, 
domestic production accounts for a further considerable increase. Owing to 
bad weather conditions, agricultural production this year will be slightly less 
than last year, but industrial production has risen more than was expected. 
So far during 1951 total industrial production in real terms has been 4 or 5 
per cent. above the 1950 level, and this will add something like Kr. 1,000 
millions to the national product. This is a continuation of the very favourable 
production trends that have been noticeable in Sweden all through the post- 
war period. The volume of industrial production in Sweden is now about 
50 per cent. higher than in 1945 and about 70 per cent. higher than in 1938 
The increase is due to several factors, but particularly to the very high 
volume of investment in machinery and equipment since the war. 

The increase in domestic production and the improvement in the terms 
of trade will thus put goods and services at the disposal of the Swedish 
economy to an amount that, according to present estimates, exceeds the 
1950 figure by at least Kr. 2,000 millions, or by around 7 per cent. (in terms 
of 1950 prices). Since the actual demands for goods and services for current 
purposes have not grown in the same proportion, a surplus has been available 
to provide a much-needed increase in the reserves of the economy. 

According to current estimates, there are no signs of any considerable 
increase in private consumption. Some estimates even point to a slight 
decrease in total private consumption as compared with 1950. It is true that 
wages and other incomes were raised quite considerably in the first months 
of the year, but since then these increases have been more or less absorbed 
by a continuous rise in the cost of liv ing, so that over the whole year the 
improvement, if any, in the level of real incomes will prove to be very slight. 
It also appears that over- -buying in the last months of 1950, combined with 
the effect of price-rises in 1951, has called forth a considerable buyers’ resistance 
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in certain lines of trade, particularly in textile goods. On the other hand, 
there has been a certain increase in Government expenditure, and there has 
also been some rise in the volume of Government and private investment. 
In particular, industrial investment in machinery and equipment has con- 
tinued the upward trend of the last few years. Most of the increase in the 
real national product, however, has gone to replenish stocks of commodities. 
This increase no doubt exceeds the depletion of stocks that took place during 
1950 and is of great importance in the present uncertain situation. 

Further, another considerable portion of the increase in the national 
product will be accumulated in the form of larger holdings of gold and foreign 
exchange. The Riksbank’s monetary reserves have improved very rapidly 
during ‘the last few months, and a further increase is expected to take place 
before the end of the year. At the end of October the net gold and foreign 
exchange reserves of the Riksbank amounted to Kr. 1,973 millions (compared 
with Kr. 1,322 millions in October, 1950), about Kr. 1,100 millions of this 
amount being gold and dollar holdings. 

STEEP RISE IN PRICES AND WAGES 

Viewed from another angle, economic developments in Sweden during 
1951 do not appear so satisfactory. Although production and trade have 
increased considerably in real terms, there has been an inflationary rise of 
prices and wages of quite alarming proportions. By September, 1951, the 
cost-of-living index had increased by 19 per cent. as compared with 
September, 1950, a bigger increase in the Swedish price level than in any 
other year of the war and post-war period. It is true that most of this 
increase took place during the first quarter of the year and was due to certain 
special circumstances, and that subsequently the rate of increase has slowed 
down considerably. Even so, the continuing process of rising prices and 
costs has caused great concern among the Swedish public. 

During the first three months of the year the cost-of-living index rose by 
no less than 10 per cent., notably under the influence of the very considerable 
increase in international raw material prices. Another contributing factor 
was the abolition at the turn of the year of Government price subsidies on 
certain imports. These subsidies had been introduced after the devaluation 
of the Swedish krona in 1949, in an attempt to mitigate the price-raising 
effects of the devaluation. The subsidies had been devised as a temporary 
measure only, and for various reasons it was thought inexpedient to continue 
this policy after the end of 1950. 

A third special factor was the reintroduction of free wage negotiations on 
the Swedish labour market as from the beginning of 1951. Prev iously, con- 
tractual ponagh rates had been frozen for two successive years by agreement 
between the Government and the trade unions. Although this agreement 
could not prevent a continuing upward pressure on the average wage level, 
the actual rises in wage rates during this period were very moderate (around 
4 per cent. a year), and their monetary effect could be regarded as being 
compensated by the simultaneous increase in industrial production. When 
the wage- -stabilizing arrangement was discontinued it was only natural that 
the viole nt rise in the cost of living caused by the other factors just mentioned 
should lead to a strong upward pressure on wages. As a result of negotiations 
for new contracts carried through during the early months of this year, 
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average wage rates were increased by around 17 per cent., the rate of increase 

varying, however, quite considerably among the different trades. The actual 
rise in the level of wages during the year has probably exceeded these con- 
tractual increases quite considerably, so that the average increase in incomes 
over the year can be estimated at around 20 per cent. This i increase, however, 
has constituted a further cost-raising factor, and in the end the increase in 
money incomes has been almost wholly absorbed by the rise in the cost of living. 
Consequently, real wages are now, on an average, at about the same level as 
at the end of 1950. 

This development has caused great disappointment and unrest among the 
workers, who have seen their efforts at raising their real income largely frus- 
trated. In this situation, a new round of wage increases is to be expected when 
collective agreements again become due for renewal around the turn of the year. 


THE STABILIZATION PROGRAMME 

How far these new demands for wage increases will go, and what possi- 
bilities there are of restraining them, are among the big uncertainties of the 
present economic prospect. Another is the future trend of prices on the 
international commodity markets, which are bound to have.a decisive effect 
on prices in Sweden. Even if international prices remain on the plateau 
reached in the past half-year, there are certain internal price-raising factors 
in Sweden that cannot be avoided, such as the effect of the bad crop, which 
will necessitate compensating price increases for farm products. It is obvious, 
therefore, that the comparative price stability that has been achieved in 
Sweden in recent months rests on a rather precarious foundation. 

The authorities, however, are well aware of the difficulties and dangers 
ahead and are intent on meeting the situation with a complex of various 
stabilizing measures. The stabilization programme recently laid before 
the Riksdag is at present the subject of very lively discussion in Sweden. It 
may be summarized under eight heads:— 


(x1) Continued Government control of building activities, whether for housing, 
industrial or other purposes. 

(2) A temporary tax on investment outlays. 

(3) An increase in existing price-equalization duties on the exports of timber, 
pulp and paper. 


(4) Temporary sterilization of part of the earnings of forest owners. 
(5) A restrictive monetary policy without discontinuation of cheap money. 
(6) Continued “ over-balancing ” of the Government’s “ operating ”’ budget 


and restrictions on new Government expenditure. 
(7) Measures to make existing price controls more effective. 
(8) Negotiations with trade unions and the employers’ organizations with a 
view to stabilizing incomes. 
In fact, some of these proposals—such as the building control, the price 
control and the “ over-balancing ”’ of the budget—simply mean a continuation 
of policies followed in recent years and do not imply an actual strengthening 
of the defence against inflationary pressures. At other points, however, there 
have been significant innovations. One of the most important of these is the 
proposed new investment tax. This tax will be levied at the rate of 10 per 
cent. on investment (with some minor exceptions) made in buildings, machinery, 
ejuipiment, etc., in the years 1952-53. It has been devised in the hope that it 
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will exert much the same effects as a drastic raising of interest rates might 
have avoiding some of the drawbacks of dearer money. As a 
supplementary measure a Io per cent. extra duty has been introduced on the 
production and importation of motor cars and motor cycles. 

The export duties on forest products and the sterilization of part of the 
forest owners’ profits must be viewed against the background of the excep- 
tionally high price level now prevailing for timber, pulp and paper. This 
has swelled the profits both of companies and of owners of forest resources 
to an extent that, it is feared, may have dangerous inflationary effects on 
the economy. During the current year the equalization duties that have 
been levied on the exports of timber, pulp and paper have been based on a 
voluntary agreement between the Government and industry. The duties 
have varied with price fluctuations. During the third quarter they averaged 
5 per cent. of export prices in the case of timber, 15 per cent. for newsprint 
and 25-30 per cent. for pulp. Total proceeds for the whole year are estimated 
at Kr. 600-700 millions. The funds are blocked in a Government account 
until the years 1958-62, when 70 per cent. of them will be paid back to the 
exporters and 30 per cent. used for the common benefit of the various forest 
industries. For 1952 an agreement has been concluded with the pulp industry 
for an extension of this arrangement. The equalization duties have been 
raised considerably (expected proceeds for pulp alone are around Kr. 800 
millions) and the repayment formula has been somewhat modified. On this 
occasion it was very difficult to reach a voluntary agreement; in the timber 
and paper industries, negotiations between the Government and the exporters’ 
organizations have not yet been concluded. 

One of the weakest features of the Government programme is no doubt 
its attitude towards monetary policy. It is true that the Government has 
declared its intention to enforce credit restrictions, but at the same time it 
has affirmed that this must be done without sacrificing cheap money. It is 
not clear how this will be possible in practice. The Government’s recipe is 
to freeze interest rates by decree, and the Government has asked the Riksdag 
for the necessary powers to do this.* However, a freezing of interest rates 
at a level below the natural market rate will be very difficult to achieve and 
will in any case have many disturbing repercussions. It might be reasonable 
to guess, therefore, that in spite of the Government declarations the Riksbank 
will continue to keep the market liquid and that an upward pressure on 
money rates will be met by continued open-market purchases of bonds rather 
than by a recourse to these new powers. 

If this interpretation is correct, there might be a risk that some of the 
effect of the restrictive measures outlined in the eight-point programme will 
be jeopardized. This is particularly true of the investment tax. If the 
Riksbank continues its policy of cheap and abundant money, the increase in 
investment may continue in spite of the new tax. It is true that this tax 
will raise investment costs, but when all prices are rising it might still pay 
the entrepreneur to make his outlay as soon as possible rather than to defer 
it until after 1953. 

Another weakness of the programme is that its intentions are hardly in 
line with the realities of the situation on the labour market. The workers 








* Details of this proposal were given in an article on p. 231 of the October issue of THE BANKER, 
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will certainly not comply w ith any Government recommendations for modera- 
tion if they do not receive any reliable guarantees that the rise in the cost 
of living will not continue. But how can the Government give any such 
guarantees in the present uncertain situation? One way perhaps would be 
to reintroduce the sliding scale, based on the cost-of-living index, that was 
abolished a few years ago; a recommendation to this effect has recently 
been made by the central organization of the trade unions. Another possi- 
bility that has also been proposed in some quarters would be to use the 
proceeds of the export duties to subsidize certain essential imports with a 
view to keeping the cost of living down. Neither of these expedients, however, 
would give a satisfactory solution to the inflationary problem. Though they 
might help to close the front door to inflationary forces, they would leave 
the back door wide open. 

What makes the situation on the labour market particularly acute is the 
present shortage of labour and the high level of industrial profits, notably 
in the export industry. Obviously, these factors—which are the natural and 
direct manifestation of the inflationary pressure—combine to lessen the 
resistance of employers to the demands of the workers. The only satisfactory 
solution to this problem would seem to be to impose monetary restrictions 
severe enough to curtail industrial activities and prevent a continued inflation 
of industrial profits. Only by that means could a real resistance be offered 
to excessive demands for wage increases. 


+ 


The economic situation in Sweden is now perhaps more complex than at 
any time since the war, and it is particularly difficult to frame any reliable 
forecast of trends even for the near future. To sum up the argument of this 
survey, while the basic situation of the economy is no doubt very sound and 
has been further strengthened by favourable developments during 1951, the 
horizon is clouded by great risks and uncertainties. The inflationary develop- 
ment of prices and wages during the first half of 1951 was followed by a more 
stable development in the se cond half of the year, but the after- effects of 
the inflationary shock are still lingering in the economy. To this are now 
added fresh inflationary impulses, which are viewed with much concern. 
Only if the various groups in the economy can be prevailed upon to show 
moderation in their demands and only if international price trends remain 
stabilized, can these dangers be effectively averted. 

No doubt some of the economic stabilization measures that the Govern- 
ment is now proposing to undertake will help to keep the situation under 
control. There are, however, some weak points in the Government pro- 
gramme. Chief among these is the continued reluctance to let monetary 
policy play a decisive part in the efforts at stabilization. As a well-known 
critic of the Government policy has put it, the Government is willing to let 
everything rise but the rate of interest. This is to be deplored, as this weak- 
ness at a central point may undermine the effect of some of the other restrictive 
measures. In many countries the experience of recent years has shown 
very clearly that, while inflation can seldom be held in check by monetary 
measures alone, a truly restrictive monetary policy must in any case be an 
essential part of an effective anti-inflationary programme. 
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Latin America after the Commodity 


Boom 
By a Special Correspondent 


regions, enjoyed, in the first quarter of 1951, highly favourable terms of 

trade—terms more favourable, indeed, than they had ever been before. 
Almost all their primary products and raw materials were experiencing an 
unusual boom. In the tropical and sub-tropical countries, sales of coffee, 
especially, and then of cocoa, cotton and sugar and, to a less extent, of essential 
oils, waxes and a host of other products, provided such an abundant flow of 
foreign exchange that their external payments could not have failed to improve. 
Further south, in the temperate climates, particularly in Argentina and 
Uruguay, wool was providing the richest rewards of all; at the same time, the 
demand for products such as cereals, oilseeds, hides and skins remained strong, 
and ensured a substantial basis for rising reserves of foreign exchange quite 
apart from the unnaturally high returns from wool. 

The mineral-producing countries were also securing large returns. Chile, 
whose copper production, amounting to between 15 per cent. and 20 per cent. 
of the world total, compensates her for comparative agricultural poverty, saw 
its price raised in May to a new high level of 27} cents per Ib. in the United 
States. ‘Grey’ market copper, acquired outside the terms of the U.S. 
Government’s maximum price regulations, has been sold for much more than 
that; but the official price itself provided the Chilean Government with a 
large return, since the Government takes in tax half of the amount by which 
the price exceeds 10 cents per Ib., and the whole of the latest 3 cents rise. 

Venezuela, where production of the once-important coffee and cocoa has 
been completely dwarfed by oil (in 1950 this accounted for 96 per cent. of the 
total value of Venezuelan exports) was enjoying the results of a strong demand 
for petroleum, a demand fortified by rearmament activity in many countries. 
Peru, whose export receipts are due in almost equal proportions to minerals 
(the most important being zinc, lead, petroleum ‘and precious metals) and 
agriculture (cotton and sugar), gained from the strength of both these types of 
products in world markets. Bolivia was enjoying the fruits of a market price 
for tin that appeared to be completely out of control until the second half of 
February; and it was only when the United States, after imposing maximum 
prices in January, ceased purchasing for stockpile in February, that a reverse 
tendency set in. The average price of tin over the first quarter of the year 
was exceptionally high. 

These favourable conditions for Latin American countries were reflected 
mainly in increased earnings of dollars. I+ was something of a paradox that, 
in the first quarter of 1951, when dollars were plentiful in Latin America, 
there was a shortage of sterling in some of the most important traditional 

markets there for British goods. Argentina, Brazil and Uruguay were the 
three countries where this was most marked, and where it resulted in severe 


T HE Latin American countries, in common with other primary-producing 
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restrictions on the import of British goods—particularly in Argentina. Brazil, 
too, had a formidable backlog of sterling commercial payments, which in some 
cases had been outstanding for nearly a year. 

Lest it should be assumed that sterling was replacing the dollar as the 
main hard currency in South America, it is as well to remember that the 
shortage of sterling was partly due to the cessation of meat shipments from 
the River Plate countries in July, 1950, and partly to the large quantities of 
oil that were being paid for in sterling in accordance with British trade agree- 
ments with Argentina and Brazil—pay ments that do not, of course, figure i in 
the United Kingdom’s trade returns. These two developments—the stoppage 
of meat shipments and the sales of oil—in effect caused at least the temporary 
and partial loss of Britain’s traditional markets in those countries, thus affording 
a notable example of the restrictive effect on international trade that govern- 
mental trade pacts and dealings can impose. 

With the resumption of meat shipments from Argentina and Uruguay at 
the end of April, it was hoped that Argentina would relax her policy of excluding 
“less essential ’’ goods such as British textiles and ceramics. After three 
months, however, the Argentine authorities re-imposed a ban on meat exports, 
owing to the shortage of domestic supplies, and this ban lasted over two 
months. Though shipments were resumed in the middle of October, this 
suspension has undoubtedly been reflected in Argentina’s sterling earnings; 
moreover, stocks of her other staple exports have been low now for some time, 
and those that are available are frequently offered only at prices higher than 
the British importer is willing to pay. The result has been a marked shrinkage 
of Argentine sterling earnings, and as it is the policy of the Argentine Central 
Bank to keep its payments to and receipts from the sterling area in close 
balance, many of Britain’s traditional exports to Argentina, which was once 
one of the most attractive markets for British shippers of textiles and other 
manufactured consumption goods, have almost, if not entirely, disappeared 
from the trade returns. Argentina has recently been confining her sterling 
purchases largely to fuel, indispensable industrial raw materials, capital equip- 
ment and public transport vehicles. In the middle of November, however, the 
Argentine Central Bank invited applications to import a wide variety of goods 
from the United Kingdom. Although permits for many of them will not be 
given automatically, but remain subject to the discretion of the issuing 
authority, this long-awaited development does at last give some hope 
British exporters of renewing their old trading connections. 

In the case of Brazil’s sterling resources, cotton came to the rescue in the 
second quarter of the year, when the Raw Cotton Commission bought on a 
considerable scale in Sao Paulo at high prices. Cotton holds a place in Brazil's 
sterling trade analogous to coffee in her dollar trade. With the proceeds of 
sterling cotton sales, Brazil, in a short time, paid off most of her commercial 
arrears, and since then has been making her sterling payments fairly promptly. 
[t is difficult to say how long this will continue, but the failure to renew the 
Anglo-Brazilian Trade Agreement, which lapsed on June 30, may possibly 
enable payments between the two countries to be more evenly balanced, since 
with it lapses also an undertaking on the part of this country not to re-export 
such Brazilian goods as coffee. 

Since March, 1951, some of the abnormally favourable influences upon 
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Latin American exchange earnings have subsided, though not sensationally. 
The wool and cotton markets have broken, and so have those for some other 
commodities of less importance. It is generally considered, however, that 
prices of many commodities are now healthier than they were six months ago 

while, at their present level, they certainly need cause no despondency among 
producers. Cotton in the Sio Paulo and Lima markets has been fluctuating 
in recent weeks, but there is every chance that it will remain at a reasonable 
level; wool has shown signs of recovery, though so far that has been insufficient 
to stimulate the re-starting of exports on any scale from Argentina or Uruguay. 

Prices of minerals have not fluctuated to such an extent as have those 
for agricultural and pastoral products. The latter are largely subject to com- 
petitive bidding in auctions, whereas most of the major minerals are more 
closely controlled and kept relatively stable—with the one notable exception, 
so far as Latin America is concerned, of tin. With the present rearmament 
activity, the demand for and shortage of minerals is greater than ever, nor is 
there any sign of a change in the immediate future. This is particularly true 
of copper. Chile is striving to increase her production, which is still well below 
its level of the war years. But so far she has been hampered by labour troubles 
caused in part by her great internal inflation; the most recent estimates for 
this year’s production put it at little higher than 350,000 tons, compared with 
370,000 tons last year and 490,000 tons during the war. 

Venezuelan oil has not suffered from the production handicaps of Chile’s 
copper, and each succeeding month has seen new output records. The favour- 
able conjuncture for Venezuela has been accentuated, for a time at least, by 
the Persian affair. Oil has already transformed Venezuela from a poor tropical 
agricultural country into one of the great boom areas of the world. Its popula- 
tion of only five millions enjoys far the largest imports per head of all countries 
of Latin America. To oil are now added the great developments by United 
States interests of high-grade iron-ore deposits in hitherto untouched areas in 
the State of Bolivar. Venezuela’s prosperity seems assured for many years 
to come. 

Bolivia’s tin prices, though recently far below the spectacular levels reached 
in February, now show signs of recovery. A short-term agreement between 
Bolivia and the United States is expected to be replaced by one covering a 
longer period, in which Bolivia will doubtless be assured of substantial, if not 
excessive, returns from her exports. . 

Until the last part of 1950 many Latin American countries, still obsessed 
with the problem of dollar shortages, were pursuing a restrictive import policy, 
mindful of the speed with which their dollar reserves, accumulated during the 
war, had disappeared in the great buying spree of 1946 and 1947. By the end 
of the year, however, these countries were aware that shortages of many 
essential imports were threatened, and hastened to re-stock while the going 
was good. In the case of strategically important goods and items essential for 
the maintenance of industry, Governments themselves either imported directly 
or took steps to stimulate imports by granting special facilities and lightening 
the burden of import control. In the case of consumption goods, merchants 
hastened to accumulate reserves in anticipation of the drying-up of supplies. 
So far their fears have not been realised, and the result is that in many Latin 
American countries stocks of consumption goods are larger than normal and 
merchants are now finding difficulty in disposing of them. The result of this 
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buying movement was that during the first half of 1951 the trade surpluses 
that Latin American countries had achieved in the last part of 1950 were 
somewhat narrowed; the pace of imports was creeping up towards the higher 
level of exports. 

Returns from exports are still high, though not as high as they were. It 
would be difficult to name any major farming product of Latin America for 
which the short-term outlook is gloomy. Coffee producers—and in Latin 
America taken as a whole coffee is the most important product of all—are still 
confident of the strength of the position. Indeed, in the past year coffee has 
been affected to only a minor extent by price fluctuations, and it is believed 
that there is still a large latent demand for it in E uropean countries that have 
hitherto been compelled to go short because of lack of exchange or other 
reasons. In the wool market, the wide movements of the last few months 
might imply a belief that the outlook is unpromising, but the phenomenal 
price levels of March, 1951, cannot be taken as a criterion, since they were 
out of all relation either to prices of wool six months previously or to its normal 
price compared with other commodities. Wool is a product much needed in 
defence programmes, the supply is relatively inelastic and, on a medium-term 
view, there is little evidence that its position in international markets is likely 
to deteriorate. 

The long-term outlook for some other commodities of which the supply is 
inelastic is more doubtful. Just as the supply cannot increase suddenly to 
satisfy the sudden increase in demand, neither can it, when increased, fall 
suddenly in response to the emergence of a surplus. Strong demand stimulates 
production and better methods of production. Better strains of coffee seed, 
which produce more fruit in a shorter time than the older strains, are now being 
planted, and it is possible that in a few years a surplus of coffee might emerge 
comparable to the surplus that was so damaging to Brazil’s economy between 
the wars. The production of wool, it is true, can be replaced by production 
of mutton, and this gives the commodity a certain elasticity of supply that it 
would not otherwise have; in the long run, however, it may be threatened by 
synthetic substitutes. Cocoa is subject to the same considerations as coffee, 
though in this case the forces of nature have hitherto intervened, by disease, 
to limit the increase of supplies, and the increase that has taken place has been 
fairly easily absorbed by a steadily rising consumption. The recent hesitancy 
of the cocoa market suggests that this re lationship may be changing. 

On a general view, the Latin American countries continue to obtain excellent 
results from their exports, and the outlook for the future is fair, though the 
cost of imports has risen and is narrowing their favourable trade margins. The 
foreign trade history of these countries during the last year belies once for all 
the theory, widely put forward even in recent times and on good authority, 
that the terms of trade of primary producing countries are always tending to 
deteriorate. From this theory it has long been argued that for this reason, if 
for no other, it is necessary for the countries of South America to industrialize 
themselves at the greatest possible speed. The last twelve months have shown 
that, far from this being the case, the primary producers of the world are 
obtaining better real returns from their output than for a long time past. It 
is difficult to make any prophecy about the distant future, but it is reasonable 
to assert that in the near and middle future there is little ground for fears 
about the health in international trade of these countries. 
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Can Life Assurance Hedge against 
Inflation ? 


By an Insurance Correspondent 


by the provocative and much-discussed series ot articles recently contributed 
to The Economist under the title “Agenda for the Age of Inflation”. In 
the se pegs of those articles, the writer declared— 


‘ There should be a new basis for most kinds of insurance. At present 
the insurance contract is of the form ‘I pay the company a fixed sum 
annually, and when I die or retire or the untoward event happens, it pays 
me a fixed sum, which it hopes will be covered by my premiums’... . By 
the present method all insurance is biased against the insured, who pay in 
good money to receive bad ”’ 


Everyone is aware that in a catastrophic inflation, such as occurred in Germany 
after the first world war, life assurance policies, in common with all other 

claims to money, become virtually worthless. It is clear, too, that considerably 
less disastrous inflation than this can wreak such havoc on life assurance that 
it may no longer be worth while for the assurer to collect the premiums or 
even for the assured to claim the benefit (from which the uncollected premiums 
would be deducted) when it is due. Such a state of affairs exists in France 
to-day—at least so far as policies issued before 1914 are concerned. But the 
contributor to 7ie Economist referred to Britain, and presumed a much more 
gentle, though continuous, fall in the value of money. Ought his sweeping 
asserticn to be accepted in relation to such conditions as these ? Plainly, the 
question deserves much more deliberate and detailed examination than it 
received in these articles. It must be noted at the outset that the assertion 
has in any case no relevance to most insurance contracts outside the field of 
life assurance; and within that vital field, the question obviously cannot be 
fairly judged without careful study of the measures that may be open to the 
life offices to avoid, or substantially to reduce, the eroding effects of inflation 
upon the proceeds of policies. 

Until 1939, as Table I shows, the movement of wholesale commodity prices 
over the period during which policies still on the books of the life offices have 
been in force does not exhibit any conclusive trend. Since 1939, however, and 
more particularly since 1947, there has been a continuous, and lately an 
accelerating, rise. At this moment, naturally, the dangers of depreciation of 
the value of money are very present in everyone’s mind; and most people 
realize that unless the drive against inflation is intensified at home and abroad, 
the fall may become more pronounced. It needs to be emphasized, therefore, 
that the recent experience and the immediate dangers are tending to exaggerate 
the popular view of what may be feared, for the longer run, in this “ age of 
inflation ’’—if such it is. But although that is so, the problem of how to pro- 
tect the real substance of the benefits payable under life policies has obviously 
reached such proportions as to demand serious study by the life offices. 

Life assurance contracts mature for payment many years after they are 


Sih strong feelings have been aroused, especially in the insurance world, 
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effected; it is by no means uncommon for the sum assured under a whole life 
policy to be paid well over half a century later. Persistent inflation, even 
though its annual rate looks moderate, can therefore very seriously reduce the 
real value of the proceeds unless they are paid fairly soon after the policy is 
initiated. Life policies are, or should be, mainly taken out as protection for the 
dependants of the assured on his death. The more important this “ protection ” 
motive is by comparison with the “ saving’ motive, the more important it is 
that the purchasing power of the policy proceeds should be sufficient to meet 
the minimum needs of the dependants as originally estimated; otherwise real 
hardship will result. Moreover, apprehension of danger may actually increase 
it; the forces of inflation would be greatly strengthened it the public failed to 
maintain its faith in life assurance as a means of sav ing. The general public 
has only recently become alive to the presence of active inflation i in this country, 
but it is a little surprising that the actuarial profession has so far paid little 
attention to it. The only public attempt to map out the field for study from 
this point of view appears to have been that made in a paper read by Mr. G. H. 
Recknell, F.1.A., F.F.A., before the Faculty of Actuaries in Scotland in Feb- 
ruary, 1949.* There is no other indication that this question has received the 
attention within the insurance business that it deserves. 


EFFECTS OF INFLATION ON NEW BUSINESS 

This apparent inertia isno doubt due to the fact that as yet there has been 
little sign that the inflow of new business to the British life offices has been 
appreciably affected by any reluctance on the part of the public to invest its 
savings in life assurance because of inflation. But impressions based simply 
on the returns of total net new business need some qualification. For example, 
at first sight the 1950 new business returns of the life offices indicated boom- 
like conditions; but these figures measure the volume of new life assurance 
business by reference only to the new sums assured and do not tell the whole 
story. The number of new ordinary life assurance policies issued in the United 
Kingdom fell from a peak of 721,000 in 1947 to about 590,000 last year, whereas 
the net new sums assured rose from £504 millions to about £550 millions. This 
apparent paradox is due to the rapid increase in the seniinliiy of group life 
assurance, which is commonly effected in conjunction with staff pension 
schemes, under which one master policy covers many lives for what is often a 
large aggregate sum assured. The sharp fall in the number of new policies 
issued indicates that a smaller volume of ‘‘ voluntary ”’ ordinary life assurance 
is being effected now than in 1947; the increase in the new sums assured is 
due to group life schemes and therefore to an increase in the average sum 
assured, as well as to the more frequent addition of income benefits to present- 
day policies. The importance of group life assurance and pension schemes in 
the business of the life offices is emphasized by statistics recently made available 
for the first time by the Life Offices’ Association and the Associated Scottish 
Life Offices. In 1949, out of total new sums assured in the United Kingdom 
under ordinary life policies by British companies of £462 millions, group life 
assurance schemes showed new sums assured of £58 millions. Because the 
basis upon which the annual new business figures are prepared is not consistent 
between one office and another, too much should not be inferred from this 


** Insurance Against Inflation,’’ fully reported in the Policy-Holder of July 13, 1949. 
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comparison; an important proportion of the new business now being under- 
written, however, clearly does not originate from purely voluntary action, 
for membership of life assurance and pension schemes is usually compulsory 
for all eligible employees. The comparable new business figure for 1938 was 
{228 millions, so that the 1949 total of individual new business showed an 
increase of, say, 77 per cent. and that for all new business showed an increase 
of 103 per cent.; over the same period, wholesale commodity prices rose by 
127 per cent. Although the comparison should not be pushed too far, it is 
obvious that the expansion in new life assurance business has at best been rather 
less than proportional to the fall in the value of the pound. 

Because some two-thirds of all gross personal incomes are less than £500 
per annum, the new business experience of the industrial life offices is of interest 
as a pointer to the extent of the continued public support of life assurance as 
a means of saving. Last year the ten leading offices transacting this class of 


TABLE I 
WHOLESALE COMMODITY PRICES, 1871-1951 * 

1871 oi 105 18Q1 ihe 70 IQII ei 54 1931 ne 87 
1872 iv 114 1892 ea 71 19t2 és 89 1932 es 84 
1873 oe 116 1893 ie 71 1913 és 890 1933 ae 84 
1874 ee 107 1894 io 66 IQI4 oe 89 1934 HM 87 
1875 v 101 1895 Be 65 IQI5 oa 113 1935 rv 88 
1876 — 100 1896 = 64 I9I6 ee 143 1930 oe 93 
1877 e° 99 1597 oe 65 1917 oe 154 1937 es 107 
1875 ss oI 1898 Par 67 191d ia 202 1938 a 100 
1879 oe 37 1599 ar 7 I9I9 oe 216 1939 a IOI 
1880 oe 92 1900 os 79 1920 6 203 1940 o° 135 
1851 oe Pele) I9OI o- 73 192! os 163 I94I ee 150 
1882 ‘a 88 1902 72 1922 age 131 1942 es 157 
1883 ee 86 1903 ‘ 72 1923 6 131 1943 i 160 
1884 oe so 1904 re 73 1924 es 137 1944 a 164 
1585 ee 70 1905 e- 7O 1925 o 131 1945 oe 1607 
1556 nish 72 19060 eo oI 19260 ee I22 1940 o° 173 
1887 % 71 1907 se 84 1927 es £27 1947 re 189 
1888 os 73 1905 — 77 1928 as I16 1945 oa 216 
1889 ae 76 1909 és 78 1929 ‘. I13 1949 227 
1890 es 70 1910 ee ds2 1930 és 99 1950 259 

IQ5I (Sept.) 320 


* 1871-1921, Sauerbeck’s index as continued by The Statist; 1921 onwards, Board of Trade 
index, 


business underwrote new sums assured of £214 millions, compared with the 
same amount in 1949 and £200 millions in 1938. The volume of new industrial 
assurance was affected in 1949 and 1950 by the proposals by the Labour Party 
first to nationalize and later to ‘‘ mutualize”’ the business, but even had these 
proposals not been made, it is evident that the volume of new savings by this 
means by the lower income groups would still have shown only a small increase 
in monetary terms by comparison with 1938 and therefore would still have 
shown a marked contraction in real terms. 

The evidence so far as it goes is, then, that inflation has probably not been 
responsible for any falling off in the total volume of new ordinary life assurance 
business, although the emphasis has shifted to a considerable extent from 
individual assurances to participation in group life assurance and pension 
schemes arranged by employers. Whilst the volume of new industrial life 
assurance business is disappointing, more particularly as the larger part of the 
country’s purchasing power lies in the hands of those who traditionally assure 
their lives in this way, there is no sign that fear of inflation is responsible. The 
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trends so far discernible suggest, however, that unless inflation is curbed soon, 
the British public may show an increasing sales resistance to lite assurance 
for this reason. 





How VULNERABLE ARE LIFE POLICIES ? 


To what extent are lite assurance policies in their present forms vulnerable 
to inflation, and what different types of contract might be offered that would 
ive at least some protection against it? Judged by one test, assurances 
under which the benefits are payable only on death, i.e. where the saving 
element is at a minimum, offer a much larger resistance to the effects ot infla- 
tion than do other types of policy. In such assurances, the sum assured (plus 
bonuses, if the policy participates in profits) normally largely exceeds the total 
premiums paid, so that a relatively high degree of inflation can occur over 
the period before the commodity value of the capital is actually less than that 
of the ‘commodity cost’ of securing it. Obviously, inflation will involve 
the policyholder in a “ real”’ loss; but the wider the money margin, the less 
is the possibility that ada will make him actually worse off than if he had 
not insured at all. 

For many years, however, the popularity of whole life assurances relative 
to that of endowment assurances, under which the sav ing element is pre- 
dominant, has been declining. Naturally, a man is more easily persuaded to 
pay premiums under a contract from which he himself will receive the benefit 
should he survive the term than to make a similar sacrifice solely for the benefit 
of his dependants. The life offices themselves encouraged this trend in the 
inter-war years by stressing the attraction of endowment assurances as a form 
of saving; the return offered, especially on with-profits contracts, was sur- 
prisingly attractive in spite of the tact that the cost of the life assurance cover 
and administrative expenses had to be met out of the premiums. Although 
this aspect is not now emphasized to the same extent, the proportion of the 
total business in force at the end of 1949 that was represented by whole life 
assurances was only some 20 per cent. compared with nearly 30 per cent. in 
1937. It is true that “income benefits’, under which substantial sums are 
payable in the event of premature death, are much more popular to-day than 
before the war, but the emphasis nowadays is most definitely on endowment 
assurances. 

Under this type of policy, as with whole life assurances, the effects of infla- 
tion are unlikely to be very serious should the policyholder die during the early 
years of the contract—unless, of course, the rise in prices is extraordinarily 
rapid. The real problem arises from the fact that a moderate but continuing 
rise can have severe effects by the time such policies are nearing their final 
maturity date. Even by the end of last year, the rise in prices that had taken 
place over a span of 20 years or so had become sufficient to reduce the real 
value of the proceeds to much less than the real cost of the premiums paid, 
and the position of such policies has, of course, worsened considerably during 
the current year. The table on page 376 illustrates this point. The “ real” 
cost of each annual premium and of the benefit payable during each year of 
the contract has been calculated by reference to the Board of Trade index of 
wholesale prices. Whilst this index does not accurately measure the fall in 
the purchasing power of the pound that is likely to have been experienced by 
individuals during the period, it seems a more realistic yardstick than the index 
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of retail prices, the movements of which have for a decade been damped down 
by subsidies and which is in any event based upon the average pre-war spending 
pattern of working-class households. On this basis, it will be seen that a 
£1,250 25-year “‘ with-profits ’’ endowment maturing during 1950 would have 
shown a mone tary surplus (over premiums paid) of £522, but a “ real ’’ deficit 
of £472. Ifa non-participating policy at the same annual premium had been 

chosen, the comparable loss at maturity of the policy would have been £584. 

It should be noted, too, that in the previous phase of violently rising 
prices—the inflationary phase of World War I—one offsetting factor was 
operating. The proceeds of policies are not usually expended immediately 
but are invested and used up over a period; their effective worth therefore 
depends in part upon the terms on which they can be invested at the moment 
of receipt. During the inflation of World War I, interest rates were high; i 
1520, for example, the yield on 2} per cent. Consols was 54 per cent. In terms 
of the income that could be secured from the investment of the policy moneys, 
therefore, the policyholder was hit much less violently by the loss of “ real” 

capital value than he would have been had interest rates been kept low. This 

compensating factor is to some extent present now, and may become still 
more important; but as recently = the end of last year the yield on 2} per 
cent. Consols was no more than 3} per cent. 

The calculations made in Table II, it should be emphasized, relate to an 
exceptionally disturbed period: they are not necessarily of value in considering 
the future. A similar policy effected to-day might be expected to produce 
£1,530 at maturity, on the basis ot current bonuses, and this represents a net 
yield on the premiums of 3 per cent. compound, allowing for income tax relief. 
Even if, therefore, inflation continues in the future the policyholder will 
nevertheless secure some net accretion of real purchasing power unless the 
purchasing power of the pound declines by more than 3 per cent. per annum. 
This is only cold comfort, however, for in the absence of inflation he would 
have enjoyed life assurance cover, would have kept his “ real ”’ capital intact, 
and, in addition, would have secured a return of 3 per cent. on his investment. 


SEARCH FOR A “ HEDGE” 

Discussion of the ways in which assurance companies might provide 
policies that would afford some hedge against these risks has ranged over many 
possibilities, very few of which have ever been attempted in practice. In the 
paper already cited, Mr. Recknell describes how, after the first world war, 
German insurance companies in their extremity ‘experimented with policies 
payable in American dollars, in terms of gold bonds and, in the end, in terms of 
the price of commodities such as coal or rye—and did so without success, such 
was the violence of the monetary collapse. Yet it is only in extreme conditions 
that such desperate expedients would ever be contemplated. In this country, 
there would be no theoretical objection to a system under which life assurance 
benefits were payable, and insurance company assets held, in gold, grain or 
any other commodity that is sensitive to changes in the price level; but the 
practical difficulties would be virtually insurmountable—even if the public 
showed a desire for such policies. Gold is unlikely ever again to be available 
for private holders, and in any event it reflects changes in the price level only 
very inadequately; other commodities would be costly to store even if they 
could be secured in sufficient quantities, and even if the assurance companies 
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could bring themselves to act as merchants and warehousemen. The stocks 
would also be Jiable to deteriorate in storage. Because assets held in such a 
manner would yield no income, the rates of premium that would have to be 
charged would be prohibitive. For instance, at zero per cent. interest the 
annual premium per cent. for a with-profits endowment policy on a life aged 
35 next birthday, payable at the end of 25 years, or on prior death, would be 
{£5 19s. od. per cent.—merely on account of the interest factor alone—compared 
with the present charge of about {4 7s. od. per cent. Another possibility that 
might be suggested is that the capital value should fluctuate with the movement 
of some index of commodity prices; though this might be acceptable to the 
public, the offices would find it impossible to hold their assets in any torm 
that could be relied upon to fluctuate in sympathy with the index. 

Mr. Recknell’s paper did, however, suggest one way by which at least a 
partial hedge could be obtained against inflation, without, so far as can be seen, 
undue administrative difficulties. Under this plan, a separate fund would be 
set up into which there would be paid each year’s excess of the premiums 


TABLE III 
Industrial Share Wholesale 
Year Prices Prices 
1937 os a as ‘ 100 100 
1938 a ee ae es 83 93 
1939 oe oe ee oe 70 95 
1940 oe +. .- . 63 120 
1941 i “ ea as 68 140 
1942 oe es se viva 81 147 
1943 as os oe ae 98 150 
1944 as ar xs — 107 153 
1945 a pd Re ‘e 116 155 
1940 oe os ee ee 129 16! 
1947 - al ny ne 131 176 
1948 oe “0 i as 118 202 
1949 7 i ~~ - 106 212 
1950 oe .. o. .. 106 242 
1951 (September) oe ‘e 129 300 


Sources: Industrial Share Prices: The Investors’ Chvonicle Industrial Share Index. 
Wholesale Prices: Board of Trade index of wholesale commodity prices. 


payable under the special class of policies over the claims and expenses; and 
this fund would be invested in ordinary shares. It would be necessary to reserve 
power to switch temporarily into other forms of asset, including cash, at the 
discretion of the management. The policies issued would be endowment 
assurances for terms of, say, 20 to 25 years, with the usual fixed sum assured 
payable on death before the maturity date. The ordinary share portfolio 
hypothecated to these policies would be valued at the end of each year, and if 
the aggregate market value exceeded the cost, a special maturity bonus of 
the amount of the excess would be deemed to be available as a special benefit 
for policies maturing in the following year. The amount actually distributed 
in this way would be reduced to the extent that the appreciation was computed 
to be due to a fall in the rate of interest (since such a fall would, other things 
being equal, necessitate an increase in the actuarial reserves). It might also be 
thought proper to retain some part of the capital profits in the fund for other 
reasons. 

Under this plan, the special benefits payable under these policies could be 
ot two types. For the first type, the normal rate ot premium would be charged. 
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Except in the event of death prior to maturity, the policy would not, however, 
be entitled to participate in profits in the same way as normal participating 
policies; the bonus addition to the sum assured on maturity would depend 
solely on the investment profits distributable as outlined above. The policy- 
holder would thus be in a better position than if he had opted for the normal 
type of participating contract only if the investment profits exceeded the 
accumulated bonuses to which he would otherwise have been entitled. 

For the second type of special contract, an arbitrary amount—say, 5s. 
per cent. of the sum assured—would be added to the normal rate of premium. 
In consideration of this surcharge, the policy would be entitled to normal 
participating rights at all times, and would at maturity receive in addition 
the excess, if any, of the special maturity bonus (payable under the first type) 
over the normal bonuses. 

Another possibility that might be contemplated would be a policy issued 
at the normal rate of premium under which the sum assured would fluctuate 
with the capital value of a portfolio of ordinary shares in which the whole of 
the special fund representing such policies would be invested. Such a policy 
would have the disadvantage that if at any time the value ot the portfolio 
(computed as outlined above and with the same reservations as to possible 
retentions from the amount distributed) were less than the cost, the policy- 
holder would receive less than the “ par value” of his contract. There would, 
of course, be nothing inequitable in this, but the British public is so used to 
the idea of a fixed sum assured that it is doubtful if such a policy would be 
Pol — ie 
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It should be emphasized that ordinary shares in this country, as in many 
others, nowadays provide only a very imperfect hedge against inflation; as will 
be seen from Table III, they may actually fall in value whilst commodity 
prices are rising. Even so, no better practical hedge for life assurance policy- 
holders against the effects of inflation on the policy proceeds has yet been 
suggested. The index of ordinary share prices comprises only British industrial 
equities, and there is no reason why in appropriate circumstances gold and base 
metal mining shares, United States and Canadian equities and ones overseas 
ordinary shares should not be held—indeed, it might be imprudent not to have a 
stake in enterprises outside the United Kingdom. 

Such special policies as these would probably make only a limited appeal 
to the public, if only because the hedge they would provide against inflation 
would be at best only partial. If the scheme were to become very successful, 
the total amount of premiums that could be accepted on such terms each year 
would have to be restricted, for the life offices could not contemplate too large 
an addition to their already growing investment in ordinary shares, because 
of the limited supply of such securities on the Stock Exchange and other more 
general considerations. Any development, however, that would increase the 
institutional demand for equities is wholly to be encouraged, for nothing else 
is in prospect to fill the gap left by the decline, or even the disappearance, of 
the individual private investor as a net buyer of ordinary shares 

Annuity contracts, now representing an important and rapidly expanding 
part of the business of the life offices, particularly in connection with staff 
pension schemes, are not so vulnerable as life assurance policies to the effects 
of inflation. The real value of the annual payments received by the long-lived 
annuitant who paid his purchase money many years ago can be seriously 
reduced by inflation, but he will at least have received back the bulk ot his 
investment fairly soon after making it, so that the risk of changes in the price 
level over the period is corresponding ‘ly smaller. Life office pension schemes 
can be so arranged that the retiring pension is based on the salary that is being 
received at the date of retirement; where this is done, the employee is protected 
against the effects of inflation up to his retirement. Unfortunately the cost 
of schemes arranged in this manner would be considerably higher—in the event 
of even a moderate degree of inflation—than where, as is more usual, the same 
original cash pension for a given employee is based on the average salary earned 
during the whole period of employment; the employer would probably have 
to meet this additional expense himself, directly or indirectly. 

The general conclusion to be drawn from more thorough study of such 
possibilities as those surveyed in this article may be that life assurance contracts 
cannot really be insulated from the damaging effects of inflation. It can be 
fairly argued, however, that an investment in life assurance, even as at present 
constituted, offers in one important circumstance—that is, if the assured dies 
prematurely—a degree of protection against inflation that is absent from all 
other investments representing claims to money. It must be emphasized, too, 
that the life assurance business is an important anti-inflationary agent and if 
at any time real sales resistance against the taking up of new life policies 
seemed to be developing, that in itself will give impetus to the force of inflation. 
The life offices would be well advised to have plans in hand against such a 
contingency—even though it may be felt that the only real “‘ hedge "’ against 
inflation is to stop it. 
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Argentina 


HE French authorities have suspended exports to Argentina and ruled that 
TT: future such transactions will be subject to permit. The decision is said 

to have been inspired by French fears that the balance of payments, recently 
favourable to Argentina, will change fundamentally during the next few months 
owing partly to bad harvests in the Argentine and partly ‘to the placing of large 
orders in France for shipments of equipment and other goods to Argentina. This 
would have meant that the French would have been forced to extend credit 
facilities. 

The Argentine authorities have issued detailed lists of the goods for which 
import permits will be issued under the terms of the Anglo-Argentine Trade 
Agreement. 

The report of the Argentine Central Bank for 1950 points out that the bank 
is now nationalized and declares that the Argentine banking system had been 
imbued with a new spirit. It also states that at the end of 1950 the country had 
an appreciable payments surplus. The volume of currency in circulation at the 
end of the year is estimated at 13,257 million pesos, against 10,128 millions a 
year earlier. 


Australia 

Trade figures for the first quarter of the financial year ending on June 30, 
1952, reveal a jump in the adverse balance to {A 111 millions, compared with £A 38 
millions in the corresponding period of the previous year. Exports at £A 144.8 
millions were {A 11.2 millions higher than a year before, but the increase in 
imports at £A 255.8 millions was no less than {A 84.3 millions. The deterioration 
was due in part = the falling-off in wool prices since the beginning of 1951 and in 
part to the heavy inflow of imports touched off by the Australian ‘‘ buying spree ” 
precipitated by the post-Korean commodity boom. The resulting decline in the 
country’s sterling balances—conservative estimates put the loss over the four 
months to end-October at £A 150 millions—is causing concern to the Australian 
authorities and a full enquiry has been ordered. It has been indicated, however, 
that until this has been completed the Government will not reverse its policy of 
stimulating imports. 

The Federal Premier, Mr. Menzies, has stated that Australia has no intention 
of breaking away from the sterling bloc and linking -Australia’s economy to the 
dollar area. Mr. Menzies made his statement in answer to a question on the 
Government’s views of Professor Copland’s suggestion that Australia should 
develop stronger ties with the dollar area. 

The Federal Arbitration Court has granted another substantial rise in basic 
wage rates. The Commonwealth Bank has restricted hire-purchase credit 
for cars. 

Belgium 

The Belgian authorities have issued a new decree prohibiting the use of the 
free market in E.P.U. currencies (established in October) for payments by Belgo- 
Luxembourg firms to E.P.U. countries for goods and services.. Many exporters 
had used the free market for disposing of the proceeds of sales to E.P.U. countries 
because, by doing so, they were able to avoid the blocking for six months of part 
of the amounts accruing to them. And because it was possible to cover payment. 








* Other current international banking news is discussed in ‘“‘A Banker’s Diary ’’, on pages 329-334 
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for goods purchased from E.P.U. countries more cheaply there than through 
official channels, importers had also been active in the market. The result of 
this situation was that official holdings of E.P.U. currencies continued to increase; 
yet the whole purpose of the free market project was to rectify Belgium's S EXcess 
creditor status in E.P.U. (See article on page 357.) 

Estimates given by M. Van Houtte indicate that ordinary revenue and expendi- 
ture will be in balance in 1952 at a level of about Frs. 70,500 millions. Extra- 
ordinary expenditure, which will be mainly financed by loans, is expected to 
amount to Frs. 21,352 millions. The Budget for 1951 is expected to close with 
an ordinary surplus of Frs. 5,100 millions despite the fact that additional military 
outgoings and other expenditures have raised expenditure well beyond the original 
estimate. This is because advance tax payments to take advantage of the rebate 
offered by the Government have swollen revenue to well beyond the estimated level. 

The Prime Minister has asserted, in a speech on economic policy, that the 
extra output arising from increased productivity must be allocated to rearmament 
and the level of domestic consumption kept within existing limits. Measures of 
administrative economy would be introduced and funds made available for the 
creation of new industries in the depressed areas of North Belgium. 

The Government's E.P.T. Bill provides for a levy of 25 per cent. on excess 
profits. Profits exempt are those below Frs. 400,000, those below 8 per cent. of 
the capital and those profits for 1951 which, with profits for the four previous 
fiscal years, are less than 25 per cent. of the capital. 


Canada 
The Minister of Finance, Mr. Abbott, has announced a 2 per cent. increase in 
income and corporation taxes to provide part of the finance for an old-age pensions 
and security programme. He has also indicated that a fifth of the present Io per 
cent. sales tax will be allocated to the pensions fund from the beginning of 1951. 
The Finance Minister has revealed that at the end of October Britain had 
repaid $470 millions of the $700 millions loan granted by the Dominion in 1942. 


Colombia 


In collaboration with the International Monetary Fund the Colombian Govern- 
ment has worked out a plan to bring the special rate of exchange previously 
quoted for coffee exports (which represent about three-quarters of the country’s 
total export trade) into line with the rate of exchange quoted for all other trans- 
actions. The “ coffee ’’ peso is being devalued immediately from 2.0875 to 2.17 
pesos to the U.S. dollar. Thereafter it is intended to re duce its value by O. 00825 
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peso per U.S. dollar every month until the coffee rate reaches parity with the 
general rate of 2.50 pesos per U.S, dollar in 40 months. 


Finland 
In view of the improvement in the general economic position of the country 
it has been decided to reduce Bank rate from the level of 7? per cent., to which 
it was raised in 1950, to 5% per cent. The adjustment takes effect in mid- 
December. It has been indicated, however, that the rate will be raised again 
should there be a new increase in wage rates. 


France 


A preliminary outline of the Budget for the calendar year 1952 given by the 
Prime Minister and the Finance Minister to the Finance Committee of the National 
Assembly indicates that total expenditure is likely to come out between 
Frs. 3,250,000 millions and Frs. 3,600,000 millions, as compared with Frs. 2,700,000 
millions in 1951. It has been intimated that additional taxation will be needed 
to cover at least a part of the prospective deficit of several hundred thousand 
million francs. 

The regulation that certain imported goods could not be paid for in advance 
has been withdrawn except in the case of products originating in Belgium or 
Luxembourg. 

The Government has announced that purchases from the dollar area are to be 
cut back to $500 millions in the year to June 30, as compared with $650 millions 
in the previous year. It has also revealed that negotiations are taking place with 
the U.S. Export-Import Bank for a credit designed to finance French cotton 
purchases from the United States. 

The Bank of France has stepped up Bank rate from 3 to 4 per cent. The rate 
for buying official three-months’ maturities is raised to 3} per cent. and that for 
loans against securities to 43 per cent. 


Germany 


Negotiations to secure a settlement of the German debts question, which 
were suspended in October because of the British preoccupation with the General 
Election, are being resumed with the intention of holding the full conference of 
creditors and debtors at the beginning of 1952. In the meantime, the German 
authorities have made a further concession regarding the use of blocked German 
marks. They have ruled that henceforth the owner of a blocked mark account 
may use it for payment of taxes, law expenses, and various other official fees 

The statute of the Bank Deutscher Laender has been amended to give the 
Federal Government increased control over central bank policy. Under the new 
arrangements the Bank Deutscher Laender is obliged to support the general 
economic policy of the German Government. The Federal Ministers of Finance 
and Economic Affairs are entitled to attend the sessions of the Central Bank 
Council without the right to vote, but with the right to table motions. If either 
Minister should object to a decision of the Council he can request a postponement 
of up to eight days. The new law also stipulates that the central bank must provide 
the Federal Government with any information it needs. 

German banks have been authorized to buy foreign notes and coin at free 
market rates, with the exception of dollars, Swiss francs, French and Belgian 
francs which must be traded only at the rates officially prescribed. 

It has been announced that the West German list of imports free from quanti- 
tative restrictions, suspended in February because of payments difficulties, will be 
reinstated at the beginning of 1952 when 53.4 per cent. of all imports from O.E.E.C. 
countries are expected to be freed from all quantitative restrictions. 
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India 


Under arrangements agreed with the British authorities India is being permitted 
to transfer £310 millions from her blocked sterling account to her current account. 
This sum is to be held as a currency reserve to be drawn upon only in an emer- 
gency. According to the Indian Finance Minister, Sir Chintaman Deshmukh, 
India’s total sterling balance stood at £643 millions at June 30 this year. Of this 
sum {90 millions was a free balance left undrawn from releases previously granted, 
while {210 millions had been set aside to be released over a period of six years 
in connection with the financing of India’s share in the Colombo Plan. The 
Minister declared that the transfer of £310 millions to the current account now 
agreed meant that the major portion of the blocked balance had been freed; he 
predicted that, if conditions remained as they were, there would be nothing left 
of India’s sterling balances problem in six years. 

The Reserve Bank has raised Bank rate from 3 to 3} per cent. The bank 
has pointed out that the volume of advances by the commercial banks recently 
reached a new all-time high level of Rs. 5,860 millions and said that the Bank 
rate change was intended as a disinflationary measure. 


Israel 


Discussions with the British authorities on measures to ease Israel’s acute 
shortage of sterling have resulted in the U.K. Treasury giving permission, as an 
exceptional measure, for the release for sale by the Israeli authorities of sterling 
securities owned by residents of Israel to the value of between £4 millions and 
£5 millions. 

The Government has announced its intention to sell for foreign exchange the 
$7 millions of dollar securities surrendered by the public earlier this year. It has 
also obtained authority to borrow {£15 millions from financial institutions and 
requested banks and credit co-operative societies to increase their holdings of 
Government securities from 6 to g per cent. of deposits. 

The Investment Centre reports that {I 76 millions of investments have been 
approved and placed during the past 18 months, half representing internal invest- 
ment and the other half investment on foreign account. 


Italy 
Italy has reached extreme creditor status in the E.P.U. system, her cumulative 
surplus having reached her quota figure of 205 million units. In an effort to 
stem the growth of the surplus steps are being taken to liberalize imports and to 
reduce customs duties. 
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unchanged and has claimed that as basic export rates will not be varied the 
simplification of the system cannot be regarded as a devaluation of the peseta. 


Persia 
ted The Persian Premier, Dr. Mossadeq, has revealed that an appeal to the United 
int. States for an emergency loan of $120 millions has been rejected. Persian oil 
1eT- revenues were stated to have been offered as security. The talks the Persian 
kh, Premier has conducted with the United States have not produced a new basis 
this for the settlement of the Anglo-Persian oil dispute though some progress is stated 
‘ed, to have been made. 
“ars Persia has made a-purchase of $8.75 millions from the International Monetary 
Che Fund. It has been officially stated “that although sterling exchange reserves 
LOW are now down to about £4 millions, with the Fund’s money Persia should be 
Re able to keep her head above water for several months. 
eit 
: Peru 
tly A proposed new debt readjustment plan for five issues of Peruvian dollar 
on bonds has been outlined by the Peruvian authorities. As compensation for 
interest accrued up to end-1946 Peru is to issue non-interest bearing scrip certi- 
ficates in amounts equal to Io per cent. of the amount of such accrued interest, 
each certificate to be paid off in 15 equal annual instalments beginning in 1953. 
Interest for the period from end-1946 will be paid in accordance with the terms 
ute of the offer made in 1947. The bonds will be amortized through a sinking fund. 
an Negotiations for a similar settlement of Peruvian bonded indebtedness in 
ing sterling have also been opened. 
ind 
. South Africa 
a Mr. Havenga, the Union’s Finance Minister, has stated that South Africa 
nd does not intend to exploit the recent International Monetary Fund decision on 
of premium gold sales by following a policy different from that followed in the past. 
It would do nothing foolish or unreasonable which would jeopardize the market 
_ it had built up for this portion of its gold output. The position would be reviewed 
st. from time to time in the light of current circumstances. 

The quarterly statement of the National Finance Corporation (the Government- 
sponsored institution for channelling idle funds to the places where they are 
needed) shows that in the three months to end-September deposits dropped by 

{17.4 millions to {66.6 millions. The movement is attributed to heavy with- 
ive drawals by mining houses to meet commitments in respect of capital expenditure 
to and by banks to meet pressures arising from the relaxation of import control. 
to The outflow of funds was dealt with in the main by cutting the Treasury bill 
| holding by £11.6 millions. 

H Spain 

{ The Minister of Commerce has announced the Government’s intention to 
H simplify the exchange procedure relating to exports. In future a single basic rate 
H of exchange of 21.90 pesetas to the U.S. dollar (equivalent to 61.32 pesetas to the 
4 £ sterling) will apply to all exports. In the case of certain classes of goods, however, 
§ exporters will be allowed to dispose of part of the proceeds in the free market. 
H There the rate of exchange has recently been standing at around 40 pesetas to 
Y the U.S. dollar. The proportion of total exchange receipts that may be so disposed 
j of in the free market varies according to which of five groups the export belongs. 
3 Thus the effective rate of exchange will continue to differ from export to export. 
4 The Minister of Commerce has pointed out that import rates will remain 
< 
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The Standing Finance Commission has reported that the biennial Budget for 
1952-53 will show a deficit of 1,994 million pesetas, expenditure being estimated 
at 22,746 million pesetas and revenue at 20,752 millions. 

An associate of the Banco Exterior de Espana has been established in London 
with the title Banco Espanol en Londres. The capital, subscribed in Spain and 
fully paid-up, is £100,000. The new institution is expected to take an active part 
in financing Anglo-Spanish trade. 


Sweden 


An anti-inflation programme drawn up by the Swedish Premier, Dr. Erlander, 
proposes a continuance of building restrictions, an investment tax, the levying of 
increased equalization duties on forest products, the freezing of certain incomes 
from lumbering and restrictions on the granting of credit (though without aban- 
doning the low interest rates policy). The programme also recommends budgeting 
for a surplus, the tightening of price control and a continuation of negotiations 
with workers to work out measures for restricting wage claims. (See also page 363.) 


Switzerland 

Federal Budget estimates for 1952 contemplate expenditure of Swiss Frs. 2,092 
millions against Frs. 1,901 millions in 1951. Revenue is expected to come out at 
Frs. 1,985 millions, against Frs. 1,694 millions. This would leave a deficit of 
Frs. 107 millions compared with an estimated figure of Frs. 207 millions for 195r. 
Two-thirds of the increase in the expenditure estimate for 1952 is attributable to 
defence requirements. The additional revenue is expected to come mainly from 
an increased yield on Federal income tax. 


United States 
An official analysis of Congressional action on the President’s Budget requests 
shows that the Government is authorized to spend $70,000 millions in 1952 and 
to assume new obligations for $89,600 millions. : 
The First National Bank of Boston has re-opened its representative office in 
London which was closed on the outbreak of war. 
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Obituary 





SIR WILLIAM HADWICK 


By the death at the end of October of Sir William Hadwick the City has lost 
one of its wisest and most distinguished bankers, the banking world has lost one 
of its most beloved chief executives, and the } National Provincial Bank has suffered 
its third grievous blow in the space of a year. Though only 60 at his death, Sir 
William had long been pees nt among London bankers, having been appointed 
joint general manager of the National Provincial in 1931; he became chief general 
manager in 1945 and for several years thereafter was chairman of the Chief 
Executive Officers’ Committee of the clearing banks. A man of wide interests 
and of cultured and gentle disposition, he brought to his high offices a rare com- 
bination of modesty, wisdom, and firmness in decision. 


Mr. R. W. Jones 


The death in mid-November of Mr. R. W. Jones, at the age of 61, brings a 
sense of personal loss to many thousands of bank officials far beyond the City 
circle that knew him as manager of the Westminster Bank’s trustee department 
and as an active and ever-popular member of the Council of the Institute of 
Bankers. Able and lucid mentor of students of banking law and practice for this 
past quarter-century, a ra gee! contributor to THE BANKER and to the Institute 

Journal ’’, a distinguished “‘ Gilbart ’’ lecturer, and intensely active in lesser 
lectures throughout the country, he yet found time to produce several standard 
works on banking as well as to pursue wider literary interests. 





Appointments and Retirements 





Barclays Bank—Wéindsor District, Local Head Office: Mr. M. Buxton, from Brighton, to be a 
local director. Leicester, Income Tax Dept.: Mr. G. H. Longhurst, from Exeter, to be manager. 
Reading, Income Tax Dept.: Mr. R. A. Wilson, from Leicester, to be manager. Jxspection Dept. : 
Mr. E. F. S. Jones to be an inspector. Bromley, Trustee Dept.: Mr. R. E. L. Salter, an inspector, 
to be manager. Chelsea, 140 King’s Rd.: Mr. W. F. Piper, from Head Office, to be manager. 
Lea Bridge Rd., 618 and 323: Mr. A. B. Lavery, from Leytonstone, to be manager. Leytonstone - 
Mr. H. J. Hattey, from Minories, to be manager. Pall Mall and Fleet St. (Goslings) L.H.O. 
Mr. A. W. F. Paskins to be local head office manager. Canterbury: Mr. P. A. L. Maplesden, from 
Tunbridge Wells, to be manager. Heathfield: Mr. R. J. Priest, from Chapel Rd., Worthing, to 
be manager. Newmarket: Mr. J. R. J. Ibbett to be manager. Tonypandy and Tonyrefail : 
Mr. 1. C. T. Davies, from Pontypridd, to be manager. Tunbridge Wells, Mount Pleasant Rd.: 
Mr. E. G. Parish, from Westgate-on-Sea, to be manager. Westgate-on-Sea: Mr. H. D. King, 
from Folkestone, to be manager. 

Coutts & Company—Mr. Seymour John Louis Egerton has been appointed chairman in place 
of the late Sir Jasper Ridley. 

Lloyds Bank—Lord Ismay, G.C.B., C.H., D.S.O., Lord De L’Isle and Dudley, V.C., D.L., and 
Mr. D. Heathcoat-Amory, M.P., have resigned from the board and Sir Peter Bennett, O.B.E., 
M.P., has given up his seat on the Birmingham Committee, upon assuming office as Ministers 
of the Crown. Head Office—Advance Depft.: Mr. B. R. Johnson, from Kingsway, W.C., to be a 
controller; Chief Inspector’s Dept.: Mr. J. F. V. Harvey, from Grantham, to be an inspector; 
Staff College: Mr. J. G. C. Toope, from Worcester C. & C., to be an instructor. Pall Mall, S.W.: 
Mr. A. L. Ball, from St. James’s St., to be manager on retirement of Mr. F. W. Yelf, O.B.E 
St. James’s St., S.W.: Mr. C. V. Allen, from Guildford, to be manager. Guildford: Mr. W. P. 
Spargo, from Head Office, to be manager. High Holborn, W.C.: Mr. V. G. Martin, from Head 
Office, to be manager. Aingsway, W.C.: Mr. J.C. B. Windsor, from High Holborn, to be manager. 
Lloyds & National Provincial Foreign Bank—The Earl of Selborne, P.C., C.H., has been 
appointed a director. 

Martins Bank—Midland district boavd: Sir Wilfrid Martineau, M.C., T.D., M.A., has been 
appointed chairman and Mr. P. H. Jones, M.C., T.D., D.L., M.I.Mech.E., a director. Midland 
district office: Mr. J. A. Naisbitt, from Liverpool, to be general manager. Mr. R. J. Lees to be 
superintendent of branches. Mr. J. K. Cornall to be inspector. Leamington Spa: Mr. E. S 
Sexton to be manager. Felling: Mr. W. H. Young to be manager. Prudhoe: Mr. L. Ridley 


Continued on page 391 
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a Banking Statistics 


National Savings 
(£ millions) 
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1949 I .. 73> 8.4 592.2 98.2 Sent... =4.8 = 4.7 4.4 = 24 
Be vas - 1.5 - 0.4 8.6 6.7 ee... - 823 ~ 2,3 8.8 5.4 
ee wa -7.6- 4.8 - 2.7-15.! mov... =—3.06=— 2.7 3.7 = 22 
me | wh -8.9- 5.1 - 3-2 - 17.2 Dec. .. — 4.4 -— 2.4 -16.8 - 23.6 
z9gt Jam. .. -1.§=- 2.0 12§.0 [2.5 
- ions 6 Feb. .. 19.3 2.1 —- 5.9 15.5 
c oe - 5-5 - ° 6.6 2.0 
1950 - eg : oa 4 it Mar. .. 9.7 3.8 — 5.8 7.9 
TIE .. =-%3.6- 7.§- 2.4 — 23.5 — at iy ri tga aan = o4 
ee -8.6- 7.3 - 4.3 — 20.2 June .. 4.9 0.2 -12.8- 7.7 
July .. I.2- 0.7 -—16.8 — 16.3 
mg51 [I .. 27.5 3.9 3.3 34:7 Aug... -—0.5 -— 5.1 — 4.6 — 10.2 
are 15.3 - 0.1 — 28.9 — 13.7 Sept. .. 0.3 - 4.5 9.9 5.7 
3 aie 1.0 10.3 —- I1.5 — 20.8 Oct. r.0-— 7.3 22.3 6.0 
* Including Release Benefit Accounts from July, 1945. 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord. 
Mar. 31: Exp. Rev. Deficit Quarters: Exp. Rev. Deficit 
£m. £m. £m. £m. {m fm. 
1938 --  &98.2° 872.6 a 1948 II .. 613.8 794.8 181 of 
1939 .. 1054.8* 927.3 527.5° TE... 8988.4 831.7 80. 2¢ 
1940 .. 1809.7* 1049.2 760.5* IV .. 791.4 802.7 11.3¢ 
1941 .. 3867.2 1408.9 2458.3 1949 I... 996.2 1577-9 581.7 
1942 «« GS-7 2074.1 2701.6 ae is 754-0 750.7 2.8 
1943 -+ 5623.2 2819.9 2803.3 Hi .. 833.0 820.7 12.3 
1944 oc SR 3038.5 2749.9 BY 823.7 811.0 3.7 
1945 -. 6057.8 3238.1 2819.7 soso. oT ks 946.0 1536.3 590.3t 
1946 «« ga7.8 3284.5 2190.3 im 725.2 768.8 43.5f 
1947 . 3910.3 3341.2 569.1 Il... 778.2 813.3 35.1f 
1948 oe 9287.9 3844.9 657.8t IV .. 803.7 791.6 12.1 
1949 os geg2.8 4006.6 853.8t 1951 I... 930.8 1604.2 673.4f 
1950 -- 3356.6 3924.0 567 .4+ BE is 829.6 846.0 16.4f 
1951 -- 3238.0 3977.8 739.9t as ‘ORS-5 938.6 2.6 
*Allowing for loan expenditure. f Surplus. 
Floating Debt 
Nov. 18, Oct. 27, Nov. 3, Nov. 10, Nov. 17, 
1950 1951 1951 1951 1951 
Ways and Means Advances: {m. £m. {m. £m. £m. . 
Bank of England - - — — — -= a 
Public Departments Ks 372.6 362.8 330.0 332.8 274.7 f 
freasury Bills: . 
Tender ee re er 3190.0 3270.0 3270.0 3260.0 3260.0 ; 
Tap - ai <a 1968.7 2287.8 2285.4 2323.2 1326.5 
rreasury deposit receipts re 555-5 175.0 175.0 150.0 125.0 
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Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 















































Net Financed by : Reserves 
Deficit. ©<®_— A ant end off 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P. in 
Credits I.M.F. Loan Reserves 

1940 ha : 908 1123 oe — —_ + 220 2696 

1947 ait ais 4131 3273 240 — -—- — 618 2079 

1948 oe Sia 1710 352 128 325 682 — 223 1856 
1949 : 

I ka oie 330 30 2 —- 325 + 56 I9I2 

II ~ i 632 30 oo — 340 — 262 1651 

III ae Be 539 29 = - 284 — 225 1425 

IV a os 31 27 20 _ 246 + 263 1688 

Total, 1949 Cx. yj 1532 116 52 — 1196 — 168 1688 
1950 : 

I i +» + 40 27 — -—- 229 + 2096 1984 

II — -» +180 18 -~ = 240 + 438 2422 

III ve .. +187 -- -- a= 147 + 334 2756 

IV .- -. +398 ae = = 146 + 544 3300 

Total, 1950 .. +805 45 os ~- 762 +1612 3300 
1951: 

I a -- +360 -- = a c + 458 3758 

II < os i Re = = — 55 + 109 3867 

III ‘4 -. —638 — — — 40 — 598 3269 





Appointments and Retirements Continued from page 389 





to be manager. Sea Houses: Mr. J. Swanson to be manager. Liverpool City office: Mr. A. 
Tunnington to be manager and Mr. L. J. Walton to be sub-manager. Bromley: Mr. E. E. Cook 
to be manager on retirement of Mr. W. H. Kinghorn. London district office: Mr. F. L. Flanagan 
to be a London assistant superintendent of branches. Mr. S. W. P. Barter to be an inspector. 
London—68 Lombard St.: Mr. D. E. Stevens to be an assistant manager; Cocks Biddulph: Mr. 
W. J. Clemow to be manager on retirement of Mr. J. R. Branscombe, and Mr. W. B. Butterworth 
to be sub-manager; Kensington High St.: Mr. R. Stanger to be manager. 

Midland Bank—London—Overseas branch: Mr. W. Morrison and Mr. P. J. Shaw to be assistant 
managers; Mr. H. O. Nash to be a deputy assistant manager; 159 Great Portland St.: Mr. F. W. 
Kirby, from Wandsworth, to be manager on retirement of Mr. H. S. Skidmore; Hammersmith: 
Mr. J. Smith, from Regina Rd., Southall, to be manager on retirement of Mr. A. F. Fowler; 
Spitalfields: Mr. C. J. Hunt, from Bermondsey, to be manager; Wandsworth: Mr. L. S. Colverson 
from Wimbledon, to be manager. Bournemouth, West Southbourne: Mr. L. C. Bridgeman, from 
Old Christchurch Rd., Bournemouth, to be manager on retiremént of Mr. H. B. Hibbert. Leeds— 
Burley Rd.: Mr. E. H. Kaye, from Park Row, Leeds, to be manager on retirement of Mr. F. G. 
Allatt; Chapel Allerton: Mr. J. C. Demain to be manager of this branch. 

National Provincial Bank—The Rt. Hon. Lord Latymer has been appointed a director. Mr. 
L. J. Williams, a joint general manager, has been appointed chief general manager. Mr. C. G. 
Wheatley to be a joint general manager. Head Office: Mr. A. E. Jones to be assistant chief 
inspector. City Office: Mr. A. G. Stanford, from Park Lane, to be a manager's assistant. Sy. 
Mary Axe: Mr. R. A. Roberts, from City office, to be manager on retirement, owing to ill-health, 
of Mr. L. L. Norris. Southgate: Mr. H. S. Porteous, from Finchley Rd., to be manager on Mr. 
C. M. Price’s retirement. Denbigh: Mr. G. Roberts, from Newcastle Emlyn, to be manager on 
retirement of Mr. R. S. Parry. Longton: Mr. F. J. Cook, from Hanley, to be manager on retire- 
ment of Mr. R. E. Horsfield. Newcastle Emlyn: Mr. F. H. Morris to be manager. Northallerton: 
Mr. H. V. Rutherford, from Caistor, to be manager on retirement of Mr. J. R. Garbutt. 
Northwood: Mr. M. Veal, from Hendon, to be manager. Richmond, Yorks: Mr. H. B. Williams, 
from Oundle, to be manager on Mr. E. Bell’s retirement. Sheffield, Hillsborough Park: Mr. F. E. 
Frost, from Infirmary Rd., Sheffield, to be manager. 

Westminster Bank—Mr. D. L. Pollock has been appointed a director. Northcote Rd.: Mr. 
G. J. Perfitt, from Wandsworth, to be manager in succession to the late Mr. A. J. G. Stokes. 
Silverhill: Mr. G. H. Martin, from Bexhill-on-Sea, to be manager on retirement, owing to ill- 
health, of Mr. A. S. Baker. Winsford: Mr. J. Allsop, from Shrewsbury, to be manager. 
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t Date of first classification in new post-war series. 


Association, 


* Including all members of British Bankers’ 


THE NATIONAL BANK 
OF AUSTRALASIA 


(Inc. im Victoria) 


POSITION OF STRENGTH 


AUSTRALIA’S SUBSTANTIAL PROGRESS 


MR. H. D. GIDDY ON THE OUTLOOK 


HE ordinary general meeting of the 

National Bank of Australasia Ltd. (with 

which is united the Queensland National 
Bank Ltd.) was held on November 28 at 
Melbourne. 

Mr. H. D. Giddy (the Chairman) in the 
course of his speech said: The Balance Sheet 
laid before the Company today for the approval 
of members once again shows record figures. 
Assets, at £288,060,000, are some £47,500,000 
higher than the totals of the 1950 Balance 
Sheet, an increase which though not quite so 
great as that recorded last year is outstanding 
when the general economic conditions of the 
last twelve months are taken into proper 
account. 

he liquid strength of the Bank remains ex- 
tremely high, total liquid assets at {127,700,000 
being equivalent to 11s. 11d. for each £1 of 
deposits. 


PROFIT AND LOSS ACCOUNT 

The increased business of the Bank has 
lifted gross earnings by almost £1,000,000 to 
a new record of £5,331,000. You will note 
that a ly three-quarters of the addi- 
tional gross earnings has been currently ab- 
sorbed by the rise of over £700,000 in general 
working costs, whilst £246,000 has been | added 
to the taxation provisions to meet anticipated 
rises in taxes levied on the company. The 
small balance remaining has slightly increased 
the net profit for the year by approximately 


415,000 to £609,081. 


THE BANK IN 1951 


This Jubilee Year of the Commonwealth 
finds our Bank in a stronger and more enter- 
prising position than ever in its_ history. 
Today the National Bank has more branches 
and offices open for business than ever it had, 
the total number 642, providing a broad and 
sound base for nearly £300 million worth of 
assets now held by our Institution. Its liquid 
position continues strong, albeit that a great 
part of its liquid assets—in the form of moneys 
confined in its Special Account—continue to 
be subject to extremely tight Central Bank 
control. The Government’s right to control 
the country’s credit, including bank credit, is 
unquestionable and to this end reasonable 
Central Bank powers are necessary. I feel 
bound, however, to express my grave concern 
at the perpetuation for six years now of the 
particularly rigid statutory control system 


designed for use in time of war and I cannot 
urge too strongly on the appropriate authorities 
the need for its early revision. 

Recent years have seen the diversity and 
the number of services the Bank offers to the 
public considerably expanded. We continue a 
steady process of improving the representation 
of the Bank in the various States with the 
objective of spreading our branches and offices 
in such a way that they will be of maximum 
service. 

DEVELOPMENT HAS BROUGHT 
PROBLEMS 


It will be readily agreed that Australian 
development over the past five years has pro- 
ceeded at a speed unheard of in our history. 
Everyone with the long-range interest of 
Australia at heart will welcome this surge of 
development, though its very speed has caused 
a wake of disturbed conditions and brought 
problems affecting all classes of the com- 
munity. These problems, I feel, would be less 
fearful if we kept them in their proper perspec- 
tive and viewed them against the background 
of our country’s achievements in recent years. 

In the last six years our total outlay on 
capital investment of all kinds has amounted 
to around £3,500 million, of which sum at 
least 75 per cent. has been on behalf of private 
enterprise or individuals. Coming hard on the 
heels of the industrial turmoil of the war years 
this huge investment essay has thrown a severe 
strain upon our basic resources of men and 
available materials. Parallel with it has gone, 
naturally enough, a struggle by the public at 
large to buy more and more consumption 
goods and services in spending monetary 
incomes which, for a large portion of the 
population, have constantly increased. It 
could only be expected that there would result 
a substantial amount of basic and structural 
disturbance within our industrial system. 


THE INFLATIONARY TREND 


Another most serious problem which has 
emerged from the years of post-war develop- 
ment is the inflationary rise in prices and 
costs. In the last six years Australian retail 
prices on average have risen by approximately 
75 per cent. and wholesale prices have just 
about doubled. Overall, one might say that 
the 1945 Australian pound has declined in 
value to around eleven or twelve shillings. 

It would be the height of folly to under-rate 
the serious aspects of our post-war inflationary 
drift and the personal disabilities it has broug ht 
particularly to those whose incomes are not 
automatically adjusted to meet higher living 
costs. 

Of course, in broad terms the final solution 
of the inflationary problem rests on equating 
the supply of goods to the level of demand 
which would arise from both the public and 
governments being free to spend the money in 
their hands as they might wish. In present 
circumstances I agree that reasonable steps 
should be taken to dampen down spending, 
but it is much more important that our leaders 
at all times place the major emphasis on the 
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production of more and more goods. Given 
the positive rather than the negative approach, 
there is, in my opinion, no need to doubt the 
capacity of the Australian economy to with- 
stand and finally overcome the present infla- 
tionary difficulty. 

DEFICITS 


OVERSEAS TRADE 


Another problem which has _ presently 
emerged from the rapid economic pace set by 
the nation over recent years is a very sharp 
climb in imports. The appearance of a siz- 
able overseas trade deficit is to be regarded, 
in many ways, as but a natural culmination to 
our inflationary period and it offers an im- 
portant natural corrective. But we cannot 
risk depletion of our international currency 
reserves to a point which might threaten the 
nation’s international solvency though, as the 
current financial year passes, it is possible that 
the heavy drift of the first quarter will be 
arrested somewhat as a result of reduced 
orders abroad for future delivery of goods. 
Fortunately the post-war additions to our 
international monetary reserves provide us 
with a substantial butfer against the current 
adverse drift and there seems time to await a 
clearer picture of the likely 1951-52 balance of 
payments position before the need arises for 
the formulation of national policy in this 
regard. The Banking system is also far better 
equipped than in the past to support the 
internal credit structure if this should become 
necessary. 


IMMEDIATE FUTURE HOLDS 
DIFFICULTIES 


Substantial though Australia’s achievements 
of recent years have been, there is no room for 
complacency even if the problems immediately 
facing us are largely the result of past gains. 
I think it is true that the economic ambitions 
of Governments and private enterprise have 
for the time exceeded our physical capacity to 
achieve and that the toning down of the speed 
of our development is advisable. But a halt 
to the rapid progress and development of the 
post-war years means a change in our economic 
climate. We dare not treat this change lightly. 
Some of the conditions which have made the 
way to recent successes comparatively easy 
are moving away from us. Our developme ntal 
road looks like being less smooth in the imme- 


diate future and our capacity as a rapidly 
growing nation looks like being much more 


severely tested and new defence commitments 
have to be assumed. Industry and commerce 
are clearly entering a period which demands a 
more cautionary attitude and where continued 
monetary success by either employer or em- 
ployee will call for much greater thought and 
energy on the part of all. I do not think, 
however, that this toning down of the extreme 
economic buoyancy of recent years warrants 
the feeling of nervousness which is displayed 
in some quarters, largely a result of the non- 
realization of expectations that the ever-rising 
level of activity would continue indefinitely. 
On the contrary, I incline to the view that in 
the long run it is likely to prove in the best 
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interests of the economy. We could not hope, 
indeed, I do not believe we would wish, that 
gains to Australia and Australian citizens 
could continue at the recent rate. A pause to 
give Governments, employers and employees 
time to take stock of the position will be 
helpful, rather than fearful, to give time to 
consolidate the gains made. The obvious 
need for a greater degree of caution in trading 
should not be taken as the signal for panic 
action on the part of the public, especially by 
those in possession of sound long-term assets 
that may set in motion a deflationary spiral in 
values leading only to the destruction of con- 
fidence and the will to enterprise. 


NATIONAL DEVELOPMENT MUST 
PROCEED 


Our worst risk may be that the temporary 
difficulties of the inflationary movement, and 
current alarm at the prospect of a material 
drift in our overseas trading and _ financial 
position, will blind us to the ultimate tre- 
mendous advantages of real growth in the 
nation and its economy, and to the willing 
acceptance of bigger and more serious national 
obligations. I urge most seriously that whilst 
it may well be necessary to ease the pace for 
a time, we do not falter in our determination 
to continue following that strong line of 
development and overall expansion which has 
been the predominant feature of our recent 
history. 

Whatever the difficulties, whatever the 
criticisms we level against ourselves, the bold 
fact remains that Australia has made wonderful 
strides since the end of the war and has done 
so—I pass no moral judgment on _ this— 
without receiving assistance from the huge 
productive machine of North America com- 
parable to that afforded a number of other 
countries per means of Marshall Aid and the 
many other benefactions that have flowed 
from the generosity of America. 

We must, however, be positive in our deter- 
mination to meet the challenge of the times 
and we must refuse to accept the idea that, if 
we are to meet even the simplest extra burden 
or obligation, the only way is by sacrifices here, 
there and elsewhere in our economy and in our 
standards of life. Some sacrifices are at times 
inescapable—indeed valuable—but in trying 
to cope with new burdens and new obligations, 
surely the emphasis should be placed upon the 
making of the extra effort needed, whether 
this be in the realm of producing greater 
supplies of raw materials and foodstuffs, the 
provision of more and better mechanized help 
for our work force, or the opening up of new 
economic enterprise. Along this road, I am 
sure, lies our hope of meeting the economic 
needs of military preparedness, national 
development and at the same time maintaining 
the standard of living of our people. 

There is indeed a clear call for a deeper 
appreciation of our achievements to date and 
a stronger faith in our ability to go on 
achieving. 

The Report was adopted. 
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asks for a Credit 


It is a simple matter for the Westminster Bank to establish 
local credits anywhere in the world, for there is no town 
of commercial importance in which it is not represented. 
Equally, the collection of funds due to you from foreign 
buyers presents no difficulties. The comprehensive service 
of information and advice which the Bank provides for 
those who trade abroad is fully described in a _ booklet 
called ‘The Foreign Business Service of the Westminster 


Bank’. We shall be glad to send you a copy on request. 


WESTMINSTER BANK LIMITED 
Foreign Branch Office: 41 Lothbury, London, E.C.2 
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FACTS ABOUT AUSTRALIA 


6,000,000 


POPULATION 


During the last four years, Australia’s population has 
increased — by 63% with a consequent expansion of 
primary and secondary industries. To prospective 
settlers and to companies which wish to establish 
themselves in Australia the Bank of New South Wales 


can give helpful advice. 


Ask your bankers to consult and use :— 


BANK OF 
NEW SOUTH WALES 


ESTABLISHED 1817. HEAD OFFICE: SYDNEY, AUSTRALIA 
London Offices: 29 Threadneedle Street, E.C.2, and 47 Berkeley Square, W.| 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 























Exeter Benefit 
Building Society 


14 DIX’S FIELD, EXETER 
Est. 1857 Tel. 3460 


Investments Received 
on 
Share and Deposit Accounts. 
* 

Mortgages 
Arranged on Most Favourable 
Terms 
at Short Notice. 


For Prospectus, apply to:— 
W. H. ELSTON, F.B.S., Secretary 


THE CHARTERED 
INSTITUTE 
OF SECRETARIES. 


DIRECTORS requiring the 
services of CHARTERED SECRE- 
TARIES to fill secretarial and 
similar executive posts are invited 
to communicate with the Secretary 
of the Institute, 52-54 HIGH 
HOLBORN, LONDON, W.C.I. 


A.M.P. 


THE LARGEST BRITISH 
MUTUAL LIFE OFFICE 


ASSETS EXCEED £220,000,000 


EXAMPLES OF ANNUAL PREMIUMS FOR 
£1000 SUM ASSURED 


ENDOWMENT ASSURANCES WITH 
BONUSES 


Age next PAYABLE AT DEATH OR ON ATTAINING 
Age 63 Age 60 Age 88 
42318 4 8626 12 
42718 4 863913 
43 34 43817 
433 510 4403) 8 449 9 
44219 2 4511010 “67 2 


AUSTRALIAN MUTUAL 
PROVIDENT SOCIETY 


(Established 1849 in Australia ) 


Head Office for United Kingdom: 
73-76 KING WILLIAM STREET, LONDON, E.C.4 


428 7 6 
£29 13 4 


BERNARD THORPE 
AND PARTNERS 


Land Agents and Surveyors 
Auctioneers and Valuers 
Valuations and Surveys for Probate, 
Mortgages and for all purposes 
Rating Surveyors 
Specialists in the sale and management 
of Landed and Agricultural Estates 
Offices : 32 Millbank, Westminster, $.W.1 
(Vic. 3012) and Kenley House, Oxted, Surrey 
(Oxted 975) 

Scottish Offices: 21a Ainslie Place, Edinburgh 
(Tel. 34351) and 61 Queen Street, Edinburgh 
(Tel. 24486) 


ESTABLISHED 1877 


LEOPOLD FARMER & SONS 


specialise in the 
VALUATIONS of PLANT, Machinery and Industrial Properties 
for Public Issue, Stock Exchange Quotation, Balance Sheet, Probate 


Insurance and other purposes. 


Factory Mortgages arranged. 


46, Gresham Street, London, E.C.2 


Telephone : Monarch 3422 ( 8 lines) 


Telegrams : Sites, London 





The 
BURNLEY ==" 
BUILDING 
SOCIETY 


Immediate service available for mortgages on 
desirable properties . . . Assets exceed £30,000,000 


Head Office: GRIMSHAW STREET, BURNLEY 
London Office: 102-3 HIGH HOLBORN, W.C.! 








Bank Leumi Le-Israel B.M. 


formerly 
The Anglo-Palestine Bank. 
i 
General Management: Tel-Aviv 
7 
31 Branches throughout Israel 


* 
New York Representation: 22 Pine Street, New York 


* 


London Office: 6 Gracechurch Street, E.C. 3 
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